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fntrorluction
4t the Hague Srumit on I  end 2 Decenbefl  L969 7t beoane the ultiraeto deolaraal  6oal fo
csteblith an Econonic and MonetarXr Union (nlU). DiIU res put forrarri aB the next caEential
etep ln thc proceee lcetllng torardg European econorrlo  ancl polltloal  intcgration.  Unitcrlylp6
this nove raE the hope of preser.vlng  Etrrop€ as an igland of stabillty  end. freeln8 it  fron
outslcle  ehookE. During the follorin8  yeare, thc apparent diffloulti€s  of the intcrtrational
4oneta4f gJl3ten and ite  recurrent crlseg Eaale tho n6rd for a6reencnt  aroong thc Comunity
aowrtrl€E to step up their €fforts for  econonic and nonotary unificetion  Bor€ urt€nt.
Thc rational,e for progress  ttrafil  nonctary uaifloation  and coononlc Lntcgratlonl
howeverr d€llvee ag much frorn interreal aB fron crtcrnal Cofi[unlty  praoeoupatlons.  Monetary
unification  has aLraye been oongidcred es a logioal, e,nd n.o€araqr Btcp on thc road torat\iF
full  economic unlon' Repeatetl ourr^ency crlgcs einoc I!61 only shiftcd the cnphasia froo
lnternal  pr"eocoupationa  tqrar.ds a nors erternally-o11"n1"U  approech. lfhstsag intelnal Coulu-
nity tullcling res the lajor  alriving force rhi.ch lnsptrcd thc propoeala for nonctarry  un*fioar
tfon anteclEting  thc t{erner rcport, lt  ie Europets positlon vlE-a-vi8 thc outEj.alo rorlcl, anil
thc rclated loss of control wer nonetaty affai:rg for intcrrral stabilieatlon  purpo;cs,  irhich
ori6i.nat6d thc najor impetus in nore r.ocnt y6err.
Although  the lnportance of nonetary unlftoatlon  oannot be ohal.!.cn6eil1 it  lE at the Bena
tine inportant to realize that the i4tcgratlon of nationsl ourrenoi€E  ancl national nonetary
systons into a unified European systsn is  only onc el,ement of the gencral Duropean iniegletion
proc€sa, econonic and poJ.itioal.
A monetarJr  union of the Nlne ie by no neana an objeotive 1n itself.  lrloney  should. be kept
as & gooal eenrantl it  ouet ba pr€ventcd  fron becotnirg a (potentially) dangcrous  neeter.
Neverthelessr one currsnt of opinion  argiucs that priority  be glvon to oonctary unlffoaa
tion.  Progless toflarnale eoonouio  union (coumon  poLioica wlth rcgari to bu!ina66 cyclcs, econo-
ttric grorrthr tlletribution of inconGsl  social affalrs,  oompctitlon, eto.) ig then consialcr€d gs
having onLy the function of safeguarding  the measurcg oricntated  towlrrrls nonetery  unlon. Thq
oontrary oplnion believes  that priority  for nonctary unif,ioetion night be non to the rletri-
nont of the lntcgration of ccononio poLicy anat polioy objectivca than to thclr  bencflt.
Aocording to thig view priority  ghould be givan to ooonouio unlon rhich is to be advanced antl
pafcguardcd by neasures of nonetarlr  u.Dification.  Substantial progross  torerde econooio union
Fould orate  the necessary conditions for furthcr alev€l.opnent in the field  of nonotarJ' union.
To the crbcnt that an adequate  understantli.ng of the requircd trfunotion  of aafegu4rd'lngrr
{n elther t}re cconomic  or in the nonctar.;l sphcre ie al.v€Iopcd, both pointe of vicr  clo not
diffc:r very nuch. Both oplniona converge towards thc rcal Gcononlo and polltioal  neenin6 of
"the prlnoipl,c of parsll€l prognBss  in the vari.ous  fielalE of Econonic anil Monetaty Un|onrl
regffilrn€d at the Paris Suenit.lht  polnt to bs gtrcrrcil 1r thet tbr portul.atr of parallclirn  i!  not only a politioel
oonpronhe botvccn orl6inal1y oonf,ltotr.ng  lnta!.ttr.  ft  fu rathcr thc ooneegucnoo of thc
lntcr{.cpcndcnos  of coononio p!occ...t.  H.no. th.  pr.ino{pLt of parelhl  polloy Ery e1lo b.
lntrrarctcd  at rcqulrlng  an {ntcgratlon  polloy of broad-rergtng intcrd.cprndont ncagurcr.
It  ir  rithln  thls gcncrel ft€!.xork thet thc prrtioular D.eaurc! aining et ocrging thc
llino torard.t an Econonic anrl l{onctary Union erc to bo Judgcd. lfhllrt  thc polltloal  notivetionr
rudcrlying thia proocss r11I not br claboratccl on in this nrport, thc ultil,,tc  notivation f,or
Europcan lntcgratioa E  politloal  and pcrhapr it  1r tbla polltloel  drtcrrinetlon rhtoh
crplalns w\y the gqvcr.illruts  of tbc ncnbcr rtatcr  eoorptcd. (Dre ttagu., f969) snd r..affirr.al
(Parlq Ul2)  thc prinolplo of coononlc intc6lation  and, aonctarT unlfleatton, cvrn lf  apparcutly
all  the oonmquonoes erc not alrayr fulJ,y undcrrtood ol egrccd upon. fhis rcpori adilrurce
ttrclf  to thc econontog  of EliU anal tricg  to oontr:tbutc to thc dlffioult  tark of ahclng hor
thlt  polltloal  dcclslon oan bc translatcd  into an coononloally ocenlrgful and opcretlonal
schcDo.
Fhls rcport hag not ctcelt rith  the lnpLiootlons of EfU for thc lntrrnatlonal nonctar.Sr
sJ/ltoB aDd vr.oG v.raa. Shl| ni6ht eppcar rather lutTrlllng  et e uocnt rhca nr3ooletlonr  for
a r:cfolu of thc intcrrretlonal. noncte4l eystern erc und* ya,y. fiorcvlri for tha ncer futurc only
trangltional.  reguletions nay bo ctpccted, rhloh rtll  probabLy  t!.Daln the lub5.ot of  arp€rlmcptB
anct furthcr ohangcs. Thereforcl efforts at thc Europcan lcvcl. oon4ot ltart  fron anticipatirg
thls lciorm. One thing, hffavclr ls olcar: ce lolttcrr  stattl nor alc?cLoluont in nonctery
affairg tcnclc toratde incrcaelng  thc inportancc of rcAlonal nonctarSr zonal. Ia adtlltion,  ancl
perhape uore !.nportantr  both problG&r er6 ruf,fioicntly clistinot to br anrlye.d. scparateJ.y
at thig rtagc. Of cotrraop  proposalc  for prggreer of EtU ra^n affcot thc ::ulcr antl thc vork{n6
of thc lntcrnatJ.onal  uonetery  ryrtou but rlthout rnodiflrlag lhr  fundalontal luucl  at rtalca.
Bcsitloa, lt  ls thc offioiel  porition of thc Co@unlty  oouatri.m in thc oulrcnt tron.ter5r
negool.atlons that the propoeala for r.fo!.o should Dot latorfcre yith L\rrop.irn  ettcnptr  torerdr
ruU. Ib18 tekcn lnto considcfatl.on thc Oroup bclicvcs tbat chrling rlth  nourtertrr unifioatlon
at Comunity Lcvcl. prcaentg  also a oontribution  to th.  r.foil  of thc intcnetl.onel  nonctary
BlEtco.
Part I  of this aynthceis suntayr the naJor tsrucr rurdorlylng thc proocla toverrls uonctar
rY unlf,ioatlon  ancl eoononlo  lnteglatlon. Par:t I1 lg alcvotcd to thc oein tcohnloal probl.Ea
anil proposela for nonctarlr  unifioatlon  lnolud!,ng  thc lntroduotl,on  of, a Comoa hrropcal Cul11aoy
(C.B.C.) (f).  falt  III  rcviers thc posalbilitlcr  and. nco.lrltlcs  for aotlon in thc broad. flclcL
of coonouio and eociel pollci.ee. etnal renarkr eumarlztng th.  DaJor polioy oonoluslons  arc
aet ort at thc encl of thc rcport.
(1) [o avoltl possible  oonfirsr.on  on too et::on6 lnctcntifioetion  nith enalogous proposala  for  an
carLy lntroduotion of a Europcan  ourFcnoy  lt  rar prcf,crreil for thig rcpor! to rtlok  to
ths ncutrel gnd unooml,tting  cxprcreion  of e tr0onon  nuropaan  Cu:rrsnoJ/t laatcad of using
the nnroh Eorc Loadaa  nanc of trDlroparr.(or othcr nanca  sug6ratcd.  ro far).I.  Tha Eoononic of Moncta$r Unlfloatlon encl Eoolonlo Intcgretlon
Althottgh  a fq1l arccgncnt of thc oolts end bcncfltg of noncterT  lntc6ration oan har{ly
br workcil  ortt at hig nolo€ntr thie part of thc report ls  foouss.al  on tbe ergrucnts for nonetar
1y tutifloation  on thc one hantlr and thc ncoaslar]r  qualiflceti.ons  arrd. drarbEckg on thc othsl.
TIp fhat  Ecotion ie dcvotccl to further comrentg  on the nced for parpllelisu  botrccn nonctalt
Utrlfloatlon  and eoonouio i,ntcg:ratlon.
Ar t[onctar:I Unlfioatlon ae oalt of Eoononlo Intqeatlon
Panal.le1  progrels lorardg rnonctary rurifloetlon end ooononlc intcgretlon la vltel.
It  lg ncithcr e natter of oonpronisc  nor a nettar of prlnoiplo. Xhe foLloring oongiilcra-
ttong ar.  intcndccl to subEtantlate this poiat.
A suocoEful  oonpletlon  of nonctarly rurifloetlon in f,\rope flill  al.pcnal  on the abtlity
of tho gotrerruoents of the E0-ncrnbc:r oountrtes to-lqoonoilc balapc.c of pa^ync+lg cquillbrltB
rith  full  copl.ovrent at gtablc orioca durirla the trransltlonal  porloal rrhcn thc proocor of
eoonomio  antl roonctarly intcgretion  lcduoes eveilablc imtnrnentr  and/or thc eutonolly of
u8ing thon. Autonony  of netlonal  eoonooio  polloy objrotiv.E 4nal th.  laok of houogcncity
of attltudes ln partioular torard the tr.ade-off batrccn uncnplo;ocnt enat inflation  ar. et
thc odglln of the feniliar  artGttral adjustncnt problan rhioh heg lrccn plaguitry tho
fiuotionlng  of the intcnratlonal nonetar.y syetcn for uorc than B docedc nortr It  ls  aleo
thr osntral issu6 in thc proocss of orseting a uonctar.5r urien.
thc inplioationg of rnonetary rurlfioatlon for ths ncnbcr  oountrJ.cg  arc tvofolil.  lhey
rill  (Sredrally) eunrcncler  autonory (f)  fn interngl  nonetel3r  polloyt and. !n exohange  ratc
poLlcy. Howeverr it  is  opan for debate hor ruoh Eaorifice of autonoogr thir  nay enteilo
The precent degree of'lntogtatl-on of rorld. finencid  ngrkcts alroedy  inposca  Fevere
oonstraintg on the frccdoo of irdivlduel  oountrC.eg.  The cumrnt croharrgc ratc arengcnent
ftth  ocrlain cunrenci.cs flostj,ng lndivtaluallt  nay bc conrid..rstlr anolg otbar rcaaonrr  ea
an attcnpt to Evoid the oonstralnta inposcit on aoneta:'Jr polloy by intcgratett f,inenclal
narkstc.  Ilsircvar, lt  1111 harrlly bc a laattng solutlon (cf.  Pert II).
Monetary ulllficatioar  bagcil on tha introduction of a Conoon Europcan  Cu!.t"cnoy a1on6
the Lines prcsentcd ln tbla reportl offerg the n&jor advantage  that it  rlll  help to rcstort
at the $3gpgg4 level. the cf,:lioienoy end ind.penal€noc  of nonctary polioy for stEbillzation
pur?oBcs shioh tha nationaL oentrel banka hav. lort  to a large crtsnt rithout  aaorifioing
suffioiently etable, thou6h stiI1  adjustablcl lntrar0ornunity erohen6:e-rptc relationchipE.
Ilowavor, the crcatlon of a Conuon European Curr.noy is  no deus; ex nachina. It  iE iDporta4t
to urtdcrline that the effeotj.vcussg of the propoeod  sohanc for nonctary unifioatlon  al.pcnql
oruolally  on the orsetion of an adequate  Euroocan clcoislon taking prooear In monetary
(l)  ft  uay bc uscful to reoa1l at thtE polnt that thc ncnber oqwrtnicr havo already glvcn up
ttlad. polioy at the nationaL levcl for extcrral adjuatucnt  pur?oas a,s e lcsult  of the
eohl.cvcucnte of thc C@on Market so far.Dettlrt.'To thr crt.nt  that thia 1111 bc aohtcvrd it  fu not only a:l lnportant oontributlon
to noncterlr  rurlftoatl.onr lt  1111 oonatitutc at the canc tlDG a gr.at rtop torar.rla coononlo
tntcgtatlon anil poLloy hamoniration
If  nonetarXr  unifloetlon  ir  not to be scparatcd  fron aoonouJ.o !,ntc6ratlon,  tbcro ls, a
fortiori  no point ln iicallng rl.th roonciarlr lntojratlon polioy aa lf  thr  problcna. of E
Comon Europran Currcnoy,  srohant! ratc potioy and oepltal nwrocntl (trtrrnal  nonctarT
polioy) oould' bc dlgeooiated fr6  th.  problanr of, nonrtery pollolcr rithlh  thc mnbor
ctrtrr  (tntcrnal  nonetery  poltoicr).  Ihc lntrgratlon of c:tcrnal Eon.tar{r polloJr ig bound.
to fs1l tf  thc lnt.glatlon of intcrrlal nouctarr oolloy clocs not prqnrr  p,arl p,argu. It  ir
p.rbrp! onc of thc EaJo! rbortoonlry  of thc ounrnt Cmunity ctoha^rgc retc arrangcnrnt
(thc rnefo) tbat it  lc not ruffloicntly  rupport.d bJr oo@on aotlon Ln thc firld  of lntcraal
nonctertrr policicr.
If  oontrols of capltal nnrlncntt aooonilng  to tbc rcgulrcrcntr  of nonctary lntcglatlon
rur  eboll'rhctl vhllst  at th.  s.D. tiuc  autonoqr ln netional  noncy ald. enrtllt polloy raa
ualntalncctr thc dengcr that divcrgcnt nonrtarlr pollclca nlght lced. to rrdous diffigultbs
rould bc a^aplifled. fhc tiurd for Errropean  Monctary Coopcration rould. b. .oltcltated  bcyord
ltr  oapeolty anil thercby bc brought into cligorcdlt. Partty ohe"ngcr lot  Jurtl,fi.d  bJr tbr
rtatc of roonodo trailaotioru  ln good,r and srnricr!  rou&l ic  prorolod.  o.,r ooaJunotulel
polloirs uprct in ncober oouatrlcs onlJr paal!.vely invoIv.d.
Ttre proocsr of croh.engc  ratc unl.ficatlon  and oapltal narkct lntrgratlql  .rrplLcr that
uonetarJr policica of ncnber otetos; crlcrrrel as rcll,  ar J.rttrrral, rhm.Itl b. lnorcealngly
l1nk d tqlthsr.  Priority  should tbcnforo bc gtv.n to thc proocrr of brnotriration of
nomtaqr  inatnDtnts ultlnately leadtng to en liloatl.oal gct of ingtr:gncntr. Thiu prooc:a
roulcl bc urcful a'il noocslaly  cvcu in tho cagc rhoro national  noacy end orc6it poligy
!.DeiD.s lndcpcn<lcnt tn thc ncar ftrtunc. As r0att.$ rterd nor, Lt ia crtr.rcly  cllffloult
to artetr thc conpe:rativc cffcots of ocasurc: of uoactar.trr polloy 1! th.  lDdtvld.ual oou'rtrj..r
(f)'  Etrur tbc ooorritiaation  of thcsc nrasulcs  i!  hsF.!.al. Undoubtoiu,y thr unilioation of
uonetary instnu.nta i!  lcndar.at ttiffloult  by oonaldcrablc cliffcrcnocr in tbc rtmotu!.  of
the banldng gcotor:s and ln thc bullncsE behsvlou! of banks in verio[s ootrntrlce. ltcvcrthclcar
it  is  an lnportant goal to alavolop a coluon sct of inrtnrDcntr rhloh pclo:itr  :
(e) a alircot rcgulatlon of bank llqutdity;
(t)  afreot lnflucaoe on narlcet intcnst  rrt€s and
(o) crc<llt oc{rlnga  a! en s.crrcnoy bia}c for rcrtriotlvc  nonetary porioJr.
fhc orcation of a oonraoa Ebopeen  ocntrel  banlriag ElrrtcD  roulal thur b. praparecl.
Itlcanrhilc  noneter5r authoritics in the Coruunlty rill  hevc to inploocnt a otllloon
E\roocan llquiclitv  pollov. Dcoieions  on variatlong of bank Iiquiality anal itr  oontrol et thc
Ebopcan lcvel anil not at th.  netldnal lcvcI ig indcod thc kcy lerut  (e). fUf" nugt not
(I)  ncfeleaoc to Comunautda  curopCcnnca,  Conit6 raon6tairc: Le polltLqur Eon6ta1r. d,ane lrr paya ile 1a comunaut6  6oononique  europdcnnc. rnrtltutiong cl  ingtnrnsnta,  L),12.
(e) nre praotibal inplcnontation of thls potloy pnlrsuppos.s  th.  proiluotlon of no1.c
ooDpt6h.nElvc  Europ.en noncter.y stetlstlos  ln yhtoh the forcfun Llebllitlcc  of thc
E\rcpcan  banks to comunity rcglclcntE (tuc so oaLLcd. Eu.roliquiaftfct)  &!. lncluaLcal. in
Europcan liguictity.itaply th6 adoption of a st:rlot guantity nrle for noney supply, ncithe:r shou14 lt  bc
interpreted to inply the sanc rate of inorcase ln bank liquld.tty Ln each nenber country.
fhe oonoept of a European llquidlty policy coulal aim et setting linite  (prsaibLy nationelly
d1*Pc:rcntiateil) for mon':y base orcationl leaving it  to national authoritieg to utilize
their cllgcretionary porer acootd.ing to the oouaonly agreed band as welJ. as the ohoj.oe of
ohanaelg  and instnnente through rhioh to inplenent the speoified. goals. 1rhe point to be
gtrcgccd is that there etepe totrerds nonetary intcg:ration shoulal not be cligsociated. froll
thc clevclopnent of an ird.ependent conuon deolglon-takirg  body ln ron€tar? affelrs.
Pelellel progrlEga tonarda eoonmlo lntogratlon antl nonctarSr unification ie natural
and. ncocssarT  for other roBaons a1eo. MonetarT urrifloatlon,  fo! instanoe, cnitically
d'€p3!ils on the abillty of nenber counttios to prcEerre cxterrnal balanoc rithout 11psrtting
proS:nt88 torards exchargi6 ratc unlfloatlon  and oapital narket intagratlon.  lhe tagk
arsignccl to ccononl.o lntegratlon ln thie reapcot is to avoid. ohronlo dlaequilibria  bctnecn
ncnbcn gtateg. Econonic intcgration ln the sengc of policy ooordl.nation  a,rd hamonizatlon
la ono of ths re,ys to oope rlth thc extarnal adJuatnent  probren  by tqrrnt to avol.cl
iliscgulllbria  fron aocurrl.ng at all.  Suocarr ln coonoul,o oolioy lntegratlon  rould oekc
lntlarcouunlty  cxchange-ratc  adJustments  supcrfluous  and qgqllElf,utd.floatlon pogsiblc.
Sl'nallyl lt  is to be rtresscal that nonctartrr unlfloatlon  1r only lnctrrlnental  in
adlrlcvlng certain atns b€ttcr than woulit othciltr€  bc posrlblc. t[onetargr  rurlfioatio,r,
lnpo:rtant though tt  ier ls aubordlnate to ovcrall eooiecoononlc  polioy objeotlvee. ft
gannot bc oonoclveil of as fraElbl,e sutgiite the rlaler oontc:t of, coononl.o unl.on. It  belon5r
to .oonoalo unlon Jurt a.e other lnstnrn ntE of coonmlo and aoolal poltcy ctoo In thc parlt
sumlt oo@unlqu6  it  te etated that:
rD|cnb.r oountrj.es  ar:.c detcrnlncd.  to atrcngtlren thc Couunlty !y ssttlng up an
.oonoqto  and noactarlr  rudon ar a guarantcc of, stebllity  a,nd grorth ...
Eoonomlo glorths rhioh 1g not en cnd in itrclf,, sugt ln ttre firgt plao! bG
aiocd et lciluoirg ttlaparltlca  tn ltving stanilandg. It  ryugt Lnprora ...  thg
flaUty and lrvcl ol l'ltctt.
l|he obJcotlvcg of, coononl.o integnatlon arc bnoader than thogc of nonete4r urifioationr
thcy lnply tbat nonctarXr unlfioatlon  ghould. be pursu.d. Ln a faEb;i,on oonglgtont vLth e
Europcatl polioy of balanocd gto'rth as a condltlon for lnprwlng  I'rotrklng oonatitloil and
condltlonr  of LLter. 1Do ecourc ao .rvGn gattcrn of hl6h alployu.cnt of fcrorrtrocr and to olosc
tlrc gap fut llvlta  and rorldng oond.itlonr thnoughout thc uniontr tcrr lloxys oonsclour
pollolcl at thc Cmturity lcvclr r.aohltg  beyord tbc tcohnloal problon of an operatl.onal
cohoD. for ooncter'5r rurifioatlonr  ghoulcl  bcoonc an tnicgrol parb of the efforylg undertakrn
&1ong tho road tonardg coononl.o end oonctarSr unionr
It roulat be a ratlrcr unforrtunetc  d,.vrloptr rrt lf  thr afforte f,or progrccg of ths
Europcan  oongtluotlon  Ln thc ncar futurc roulcl bc tlircotcd aloort crolugivoly  torarde
constar.Sr utdfloatlon  anO ltr  lllatdt  p,:roblcoe. ltlrlr l!  not io dcny ltr  lnportanoc and firc
iLllfioultlcc lrnrolvcd. l{sv.n!h31ossr thcre r.nal,n outsialc thc Boncta$r rtoal.n e nlrb:r of
floldr rhere centrallzcd  Eruopcan Ectlon fu ro:r!h,.rhi1e  and desireblc bcoeusc it  cnhgnoco
thc coonoolc ttel,taro otr the lndtvirluel  aLlLzcns,Continuoug  actloa lhioh plonotcs thc cfflol.nt  ur.  of ttrsoulo.r by naktng tbr  bcet
of thc vlrtucs of the narkct ncoha^nisn  in cquatlng toolal oorts and. velues at thc oergln
Lnoluilcg thc abolj'tlon  of dlf,fcrcnt arrtlfioial  gov.ftu nt rcgtrlotionr  ttl1t  iuprding thc
f!.o  f,lot of goodar lcnrLocg and feotors of produotton,  not only bctrccn tha Dsopcen
oountrto! but aleo vlg-lr-vlc  the rcst of thc yonlclo
Stmotural p:robJ'cne iluc to coononioo of larg,c roalc productlon  outtlng aorort natto-
a+I borricn of a oonccntratcct alca llkc  E\ropo alco oal.l for oontrallzcd. Europ.art aotion.
oo@on industtrlal  polioloo anci rcglonal planntrg erc lllurtratlvr  orrar. Thc epproprletr
roalc for thc procurcnent  and' oonsulptlon of publ!.o good.s luoh ae rnvlrolrnntel protcotloa
or liacaFoh anil ilcvelopncnt cfforts  E&Jr rr11 br Eulrpcan  &ihcr  ths! lrtlonel.
Hor.v.rr rtth  thc 6leatcr ilrg, ec of coonmlo latogratton in thc C65qalty  aohicvod.
thtroufh frcedon of trrcd.c aud faotor owcncntl, tho necd fo!  ocntrallzad  ooo1.alln8tlon  of
ovcrall uonrtary  end flgoel polloics for thc pur?o.c of, ttabh  ccoaoo{o  dovclopcont Ln
ncolcr oounteler 1111 also lnorcelc. Ihcac espcota enc dcalt rlth  i.n 6roator dctrll  in
Part IIl  of thls lcport.
B. Thc l{ccd for Europcan Monctarg Unifloetlon tn thc Fba^ucvork of Econonlo Intctrrtton
A digtinction  ohould bc tlnarn betrcen thc eotlons and thc uLtloatr obJrotlvcl to br
aohlcvcd'  ln the nonctar'5r anat th.  coononlo ficlclc. tlbcrcec uouctarlr  unlflortlon  har e olcar
aln erd. osn bc tivon a pr".c1r6 oontcnt, coon@j.o intqretlon  ls rlilc-ndigtng and opcn-
cndcd. For thc lattor  it  1.s lloporsiblc to drf,lnc aonc cn-polnt, aiuo. thlr  ltrr1f  rould
:nar'sa &sut! differcnocs of oplnioa a3 to th. dcg:cr of ocntrelfun or ftdo4llrr  mnt-.11y
to be attelaect by thc comunlty coono&Jr. shr poors  of rooaonio iutr;ratton  na;r bc fert
or sl'a;  th. dcolaletion  of parallcl!.an betrccn uoncter.5r  a^Bd. ooononio  unton (f)  rctc e
ocrtain  ninfunrn rcguhccl  paoe along'elclc  nonrtar,5r unlfloetionl lut  oror a^rd. abonc tbat,
thcla j.s roope for a glcat tleal norc fnritful  adva^noc, aa outtlncd ln thc prcviour  acotionl 'lf  ncnlcrr-etatcs  hav€ the po1ltloa1  rlIL.
'  Aohlovenent in coononlo  rrnlon durfug this  aleoad.c lay ploec to !c llorG rllffloult  thea
ln Eonctarlr unlon, I'n vier of the varSring drgr.cs of firnd.a,loontal oha.n3es imrolvcd ln thc
oentlalLzatlon and doosntrallzation  of varioug .oonon1o  firnotl,ons.  Eut, bcoauec of that
vcr'lr faotr Buch ptogresa  rcprctents e morc profond.  novoocnt ln thr oraetlon of, a unlficcl
comunity ooononyr and sinoa Lt affeotg pcoplcre jobr, llvea and. .rvtlonDant  cLircotl,y,  1t
oelrlee  treucntlous  inportanoc ln rletenulntng tbrlr  opin'ion of th.  carEunLty.
In both cases, horever; lt  ie inportant  to drar a aliEtination bqtrccn intcgratlon  aa
a ploo€rs or a€ e, etato of af?airg.
Indcctlr lt  is not too tltffloult  to arguc that rnonetarlr  and coononlo union (thc flnal
stagc)  ronrat be oongldcrecl  an inpoesiblllty unrlcr prerent oirounctanoog. Thlsl horcvcrl ir
not guffiolent  to clain thet lt  ie aleo an inporsibllity  for thc futulc,  rhcn condittonr
aaJt b3 ohe,iSad es thc rcgult of ooncrete  poi.ioy aotlon. Fron a polioy point of vicr  it  iel
(1) Rcfcrenoc to parls Srrm{t Qqsuuliq.r6thcreforer only sensible to apeak about European economlc and monetarXr integration in
tenns of a dynamic process of chan6e. What this process  involves in the monetary  and
the econonic fields ie different.  That is rhy this report prefere to s.peak about nonetary
unification and econonic integration.
fhe motivations  for nonetary unification in the framework  of economic integration
detive frorn the need to consol!.date  and expand the European constnrction (internal reasons)
and to restore control over monetary affairs  in Durope  (external  reasons).
l.  Interaal reasons
The eventual realization  of monetary  union follows the logio of, E\rop6an econoroio
integration based on the free novement of goods, Bervices and factorg of production
amon6 the nember*countries. Freedorn of paynents for transactions connected  with trado
in Soods and services is  necessary as a complenent  to a customg union if  in intra-
Connunity  exchange,  oonditions  analogous to tho6e prevai.ling in national markets are
to be created. The free novenent of capitall  an essential  component  i.n the construction
of a uaified European market, dependo  ultimatcJ.y  on full  convertibillty  for capital
traneaotions. Free transfer of capital also avoids an artificial  ciividing Line betwecn
current and capital account transactions.  It  excludes the possibility that capital
controLs interfere with the freedom of exchange of goods and senriccs.  Indced it  ie
an empirically-observed  fact that controls  on oapital transactions gladually  extend to
cufrent acdount traneactions, touriste genera,lly being among the firet  categoly to bc
hit  together with measures to control leads and lags  in paymentd for trade-tlansactione.
A rnonetary  union, characterized  by complete and irrevocable convertibility  and by
rlgidly  locked intra-Coununity  parities with no nargins of fluctuations among  the
curroncies  of the unionr is  a grrdrantee for the free movenent of goodsl services  and
factors of production.
The final  logic of the convertibility  feature of the projected  European econonic
and nonetary  union is  seldom disputed. 0n the other hand, the question whether crchangc
rate unification  would bc helpful iiuring the transition has b.en and is  much more
controversial.  Alternati,ve exchange rate arran€ements  goi:u from floating rates to
conpl,etely rigid  exchange rates among  mernber oountries or a conmon cut?ency, do pertite
it  is arguedr the realization of the ad.vantages of specialization  and mass production.
What matters, accordinS to this view, is solely the abolition of obstacles to the
novemonts of goodg and factors of production, not a comnon currency or a perrnanent
fixlng  of exchan6;e rates.
The rnajor troublc with this vieH of European economic integration is that it
ovellooks the internal  dynamics  of a process which is  intended to reach b€yond a custong
union and. the simple freeing of the movements of goods, services  and factors of produc-
tion.  The objective is to create  among the member countries conditions that will  ramove
any bias adiainst j.ntra-Comnunity  trade and factor movements relative to trade and fqotor
nobility  internal to countries.!o rtintcrnalizeir  lntraF0onnunlty  tradc, progmls torar{s coonotslo an4 nonctery
union i3 ncctlcd in ordcr to spart tho indugtrlal ouetorns uiion thc JoItB of crohan6r
tatc  JunpB anct thc funpllcd thrcat for conpctltlvc cffloicnoy. It  rtll  alao oontrtbutc
to pr.E.rtr. parts of tht  a6rtoultural pollcy, although the lattcr  thould. not bc allorcd
to aot e3 thc tail  rr4331ry thc <1o3. Even if  thc CrArP. is  o\rcrheulcil,  Eak1r1g firad.
partttica I'csr lnportant  frorn that point of vlci,  thcrc arc gtlll  DanJr otb€r lnportant
advantagcor for cxaaplc, cfflcicnoy gaine duc to thc rlnplification  of tranefcrrp thc
clinlnatlon (or rctluotion) of cxohangc riska antl. thc abolition of lntortral  crohangc
oontlol!.
lilonctBnr unifioatlon  bcootrcs cvGn nor:6 pralsj.rg yhcn onc turns to intra-Comunity
Lib€lallastion of oapital norrcncntg.  Inclccit, frcctlon of cEpital oovcn nt!  $1I1. brint
about an cqualtzation of intcrcgt ratcg on thc Comunityrs  noncy Bnd flnanoial  narkctr.
fhls robs thc natiosral nonctery euthoritics  of on6 of th.ir  Eajor lnrtrrrncntg for  d.oma-
stio stabillzatlon purlposce l.c.  Lntcrcgt late potloy. Unlfloatlon of, thc couunity
noncy  ancl flnanoial na^rkcts is far frou oonplctc. Ncvcrthclcea,  thc clc leoto lntcaratlol
rhioh hae developcd as e rasult of ihc erpansion  of thc Darklts for Euno_ouncncicl,
alrcady offers suffioicnt potcntial for dcrtablllzlag rhort tcm oapltal oovolcntr la
antloipatlon of crchan8e  ratc varlatlone  andr/or  ag a rsactlon to lntcrot  ratc dlf_
ferentiels.
If  anti-oyolioal  policics thror:gh nonetarlr  aontrol othcl then intorcst ratc vaniee
tions ele iliffiour.t  rn irupreoentati.on et thc nationar r.evcr i.n thc shor:t nrrl. bcceugc
of the dc6'rcc of intcgration.aohicvcd,  it  is  n6ccalar1r  to rcplaoc thc national inrtnr_
ncnt by a oomunl'ty lnstnrncnt. It  night bc objcotcri that thj.B ir  only onc posribltlty.
Anothcr poslibility  to ceoape fron th.  Lilcmq  roulal li.  in grcetor floribillty  in
crohan€:c  ratce. Shc letter  golutlon, it  night be arAucd, rould :r.coraetc  at th€ natioasl
Icvel thc opportunitJr  for en cfficlent  and j.!d.pcnd..nt uonctarlr polioy.
Thc lElue lnvolvcs beeloally thc long-slsn4lng contlmrcrry ovar fkccl vcrgus
flctlbl.  crchargc ratG. and thc norc r6o.nt fofitul.etion of thlt  i!ru.  ln t.tilr  of th.
tcononios of optiEun our.ncy areas. l{hcrlaa crtraE  poeitions in both al,lrcctionr alo
not offcr practical solutlone, it  ie ednittod that durint thc transltlonal pariod. coD.
fom of intrrcomunlty-crohsDtr  rate flcribilIty,  aa outlincd in pert rr,  r1l1 bc
D6OGaBafJo
gtiu  to bc ncntioncd ag an crencnt of intcrnal co@unity bdldiot  is thc faot
that prog:r.88 torards nonctary unlfication offcm pcrapcotivas f,or c oonvcnlcnt Europo-
t{i'lc unlt of account and nctllura of axcha,n6e. lhlo clcvclopncnt.rould  Etr.ntthan, 1nt6r
alier  thr coononro poartion of Europcan bankfu€, bueincee, and. finanolar firue  by
offcrlng thcn an lnatnrmcnt oonparable to thc doll.aq tqgcthcr iith  thr bcncfltg froa
thc coononioe  of Eoal. ancl thc d.ivcrsification  of gcnrioce rhioh only a uniflcd Europcen
Don tat1r end flnanolal narkct and a uiilclJ-sprcad.  ourrcncy,  can offor.
A oomon Europren o.rr.ncy rourd eleo rcooup tho aoignoria6c nm aoonrln6 to us
benks enal ta.r-payera.2. htcrnal  raaEonE
untiL reecntly (Marcrr 1973) dcvelopnrcntE wcr:e euch that connunity oountries  had
baoome oomcroially lntegratcd nith  onc anothcr, rhercag nonctarily they comrnunicatcd
oalnly withr end throuthr thc dolLar. fhis  oausad sharp conflictg at a tine rhcn trede
oyolas wcre tcndlng to rrlvc:l.gc on ths tro  sr.dcg'of thc Attantic. Already in the second
helf of the fiftieel  Europe  had r.egained  autonorry vie-i-vig  the united states in the
trade oycJer but, nore or less up to the cn<l of I!12, this dld not hold in the nonetary
and financial spheres. sev€ral f,actors (incluitln6,  of coureel the growth of the surod.ol-
lar roarket) accentuated nonctary interdcpcndenoe.  GLven the grcat atisproportion bctwcan
thc Unitad steteE antt thc fra4ucnted Europcan national narkcts intcrdepcndencc  wat
Tathe! lopsltted..
The coluron floet{nA of cight Suropoan ourrenoies  (Oornrnunit.y  and non_Cormunity
oncs) qohicveil in the a6rcencnt ofMarch l9?.lr i.e.,  the gystem knoun ae the,rsnlkal l!_
.vorves arnong other thingsr an ettenpt to regEi.n  autonomy and to safeguard intre-copnunity
rolatione agai'nst the apparcnt  atiflPloultlcs  of the ilollar.  The rcourrcnt  ctlses at th6
bcglnning of 1973 and the expectcd consrquenooa of the tliffernt  ncagrrras  taken by
Amerlcan authorlties ln ordcr to suppor"t the ilol.la:r, rcnd.cred.  it  inposribJc for Europcan
authorities to rcly a4r longen  on the so fa,r achievcil dc faoto rolc of the ilolla:r aa
the nain European reser\t€ anil intenrcntion currency. Howevc!, erpericnoe hes Bhorrn tbet
the klnd of cosmon fl'oeting lnvolved in the rtsnak€I  a,mangernent  pr€Eonts a rathsr fraail,
eolution. Although it  hag €asad tha problens raLEGal by the E\rodollar sJrstem, this
aFangenent  has neither bcen elaetic enor:gh to enable aLl nenber oountriee of the Couolu-
nity to partlcipate,  nor haa lt  spared the stgnatorSr oountrieg thc joltg  of firrther
parlty-ohan8€.  Theitfore e fundapental solution hag gtilL  to bc found.. This is all  the
Eot' tnrc 8ino. iloIla!  liquldity  has not yct bcen clefiaitely  benned.o  The nore the d.olla:r
gains in strength due to tho planncd d.ovelopnent  of the Anerioan basio balanc6 of
peJ@entEr  the higher is the probability  that the dollar will  be used again ae an intra-
0omnunity currcncy.
Objections a6:alnst monetary  rrnlficatlon ere often baaed on the LirnltationE  that
lt  lmpoE€s on national  aovereLgnty.  Ttris attitude, horever, is rather inoonsietent  rrlih
the acoeptance  of the logE of sovcrcignty  that hae arisen or ig eLpeoted to arrive frora
tbe surodollar  syatern. Up to March l9?3 th.  eituation,  rhere fra€ocnted. national  rnoney
and oapttal narkats largely  connunicated through the dollare imposed ita.naging congtrainte
on non tat'Jr policy in Surope.  The fact is  that not only the oontrol of national central
banks o/er doraegtic money supplies  wae increasingly rcakened, but th6 Europcen  Don6y
suppLy had become Eubi€ot to the non.tarlr polioi.ce  followed by the US authoritiee.
A comon floating gct out ln the rtsnake''  arrangeuent  oannot be oonalal6re6  as a
Lasting Eolution for thc Conrounity as a rhole, provision hae to be ma.de to prevent d.ol-
la:r li.quidity frop rs6,pp6g1.1ng.  Whet the Europ€an8 need, and they neacl lt  nor, is  the
oreation of a aubgtitute for the dol.ler. Ttrig r6le ril.l  have to bc fulflll.ed  by a
Cqnon European Currency tailored to Euit thc CoEmuni.ty needE and whlch the EuroDeanE
rould oollectively  manage for thcnEclves.C. l{rJor Quelifioations  and Drevbaok! of l{onctaly  Unlfioctlon
althot'8h nonctary ualfloation  app.a!. to bc ln thc loglo of roononlo intogratlon anrl
ia oonaid'crcd  as a nco.3s&l'y firrlh.r  st.p fo!  thc Ebnopcan  comunlty, lts  undcrlring  atantar:,,
and potslbLr ncaativc ilaplloatlonr ought to be unalontood.  orcarry. Dkourllons and rocptlclru
on nonctar';r  unlfloatlon  anc foousrcd on poasiblo a,rlvcrrc lntcrnal cffcotr.  Ar clrcad.y ststad,
oountlld rtI1  grailually  rurrcnclcr  sutonooJr in ihe urc of polioy inrtnrncntr  for lntrmal
anal crtcrnal balancc.  If  illvcrgcnocr  ln prlce I and,. oost-trcads  bctrc.n thc [.nb.r  countrlo
pcrsirtt  thb  rouLct lnpoec into).crabLc stralnr on thclr  ooonooh!. Furlhornorol thc ad.jurtlcnt:
tlight te,lcc plao. to thc datrlD.nt of thc rcaku m6iona in thc Couourrlty th.r.tor ro:rrcnlng
thc criatlng rcgional problons or lcadlng to thc forDltion  of ncv on'.  Togrth* rlth  thc
difficul'tlcs  rhioh n13ht etill  arlrc fron dlvcrlilng buglncrr cyolc dcvclopnrntl, onc hag to
catcr for avoldirg a rathar nc8'atlvc total  lnpaot of lonatary udfioation  on thc najor objoo-
tivc  of e rnooth and balanocd grwth of thc E0-coononlcr.
1. Dlvrrtflrur  prioc  anrl oogt  dcvclooncnte
rn thc post-rar  pcrlod thc tesk of oaintelnlng  lntcmal end .rt.rnrr  balenoc  he"c brcn
nadc not! cufficult  by thc faot that thc oultlplloatton of cooaooio and rool81 polioy
obJcottvcr has out3rorn thc raagc of &vdlabl. cff..tlvc  lnrtltutlone  rnd polioy lnetnurafr.
ftrla <lcvclopnent  hes lncrcegcil thc posstblllty of oonfllotr bctrccn obJ.otiv.B and thc rdr-
quatc ulc of lnEtrurncnta.  Thcrc oonfrictr vcr.y oftrn r..ultcd, ln a partlel  raorifioc  of
ocrtaln  8oa1s envo  ln a trad.c-off agalnst othcr 3oa1. Bcoau' thc r.rd1n .r  to sacrlftoc
rcratott objcotlvoa  illf,fcro fron ooultry to oountr.Jr, ar ehcn bt th6 tnal.-off  bctrcen thr
rat'B of Srorth of g.N.P.r full  cnplo5rocnt  encl prloc-ctability,  it  ts not rr,rrpriring  that
ilieorcpanoLcs ln natlonar prlo€ and oost-lcvclg  have ilcvcropcd.  to en crtcnt rhioh oftcn
r.quiros crchan6c-ratc adjuatncnts.
As long ec thc abl'ltty to .ustEin thc proorrrca of coon@ia grorth Ln a oontort of
Donotarlr stabtJ'ity  ctiffcrg bctrccn  trcnber oorutrLcr, nonctarlr uniflortlon  nust bo pur.rucil
ln a ray pclnLttirg snooth adjustucnte  of coonooicl vla .roh,argc-!at.  ohrntal. rf  orohurgc-
mtcc ncrt rlgid,  oountrice rtth  hcavy coet-rhc! f,oulal rcglstcr un.Bprolrnrnt and. itcflcltr
ln th'i!  balEnoc of payncnts. countrlee nith ros oost-rlrce, on thc othrr hand, youlal euffer
fron pronounoed overenployncnt  ancl inoreesin6 inflatlon.
Furthcrtorc,  nonetarT unlfloatlon  ea rork d out Ln partioular ln part rr  EaJr oontri-
butc to liftins  thc vcll  rhloh tonats to brur thc <tlffcrcno.s  Ln Eon.Jr{stcr  peld for thc
aaD' work throughout thc comunlty. !o thc erlcnt that thlg vould anoourat. or&1'r for  palr
parlty throughout ths comunltyrs tcrritorf  rcaardlcsr  of dlff.ldnoc.  in prod.uotlvtty, thlr
rould add to lnftationar.Jr prrllurag aJd. atgravatc rrglonel problcoe.
For all  thcsc rcacone adJustcncnte  of crohangc-rctcs cannot bc c:oludc<l d.uring thc
traneltionar pcrlod tcrrrig-Eilu. At thc sat!€ trnc they point out thlt  lf  thcrc adJurtrcntr
arc to b' kcpt rithin  a sna11 marSinr en approprlatc  fl*ibillty  ard. ncdlun t.r-o coorditre-
tion in the devclopoent  of national oost-r.vcl8 erd priocs nl1l bc lntuapcnrablc. rn othcr
rords, naacurce ought to bo takcn in thc fic1d. of inooocr_po!.i.cy and,/or budgct potioy
(of,. Part III).Dtvcr3cnoics ln prlocs ard oocts not only require frrther  appnoxirnation of trends
b?ttfq?n nanber oountrics.  Thoy uaJr al,go givc :dse to partioular  probl.ens in the short-run,
bcQauee of diYcltcgt .ovglloel ltovctnGlte. Thc wtilsnoc whether therc is  a tendcncy for
grcato! convoqranqe  In lntla-Cmrmity  busincse oyclca leavcs  room for debatc. Ncvgrthelcere
plogla8s tn the liberallzation of nqrrcnante of gooda, scnrlocs  and. faotom of production
oen only be cxpcotcd to brlng aiout this  converlgenoe  via incrcasing intna-conuunlty  econ,-
onlc lnterdepcndenge.
Dutlna thc first  gta8c of EMUr divcrlgcnoce in buslncee cycl.cs havc bGen nor. or lcrr
ilcalt rith  bJr moans of cxohan6c'trta  fluctuatlons slthln  thc naryins.  Hor.v.tr, if  thcac
tiarBins vcre to be nsrrovcd thc Euoossg of nonctarly unlfication  will  al.eo ihpond  on hor
far an adeqr.rp,tc  synohronl,zation  of truslncss  oyclar ooou:,s as a rear.rlt of dcvqlopnentg in
thc p:r'lvatc and publlc ccotore, gincc the ploEpcots  for adJustnents  of 4lvcrgancca  in
Dcnbar Etetee aE nonetany untfloetlon  prooced.e, rlll  bc limltcd.
fn Part IIIr  fiaoal polioy fon gtebillzlng buelnesa cycLeg are disouEseal.  Ae reger1ie
nonotatTr pollcyr it  follorr  froB thr forcgolrg that rnonctarT Btablrizatlon poli.cy rlrl  havr
to bc puraucd nainly at Coqunl.ty hvcl.  lflth  thla ehlft  of policy respolBebili.ty,  tusinesa
oyolca rill  have to bc kcpt eynohronizcdr  othonrlce it  wouLd. not be posoltlc ro purEuo  a
restnictlvc or crpansionnirt nonctatlr policy et co@utrlty lcvell  aining at influcncing
total  clcurandr ginoc thc problcq rould. bc poacd, as to hor to trcat  rcal.ona or countrics
cxpcricnolng a boorn in rclation to othara suffcrlng flqn E deprceeion. Anil cvcn if  a polioy
ln fcvoru of onc oategory of r.gion ncrc follorcill  the rncasurcs tekcn rould hard.ly Lcad to
thc erpeotcd  effcotE: lox latcrest ratas noulct rethcr tcncl to stinulete the boom than to
nodcratc thc depreesion  and' vloc vcrse. It  ig clear that undcr guch oirorulgtanccc rctiancc
9n qolretarJr polioy a8.thc eole or, at 1east, the rna.jor anticyclical instrruDent rould lead
to d.l,spppolntlng results. Sumrln8 up, thq approach  torarrls the fj.nal atagc ooulrt end perhapo
shotrl.d bc a moro flexlblc  onor provl.allng aclcotive means to oopc wlth 1lcneinlng rcgional
oygllosl.  dllvcrgcncJ.ce,  rhloh coulct aot bc ctcalt rith  by the envisageat exchence_rate ma.rqins.
Holfev€rr slmchronizcal bugincgs oyolcsr al.tho:gh facilltating  the task of a European
nonqter?  pol'ioy &t tho flnal  etagc of EttUq rould. not ncocgEarlly  cJ.fuoinate alI  diffioul.ties.
Speolel' DQ&surcsr for  In6!616q in the ficld. of flgoal pollcy, stlIl  lergo).y the rceponslbi-
Itty  of tllnbrr oountllca, coul.cl upset Conmunity aotion. An clagg.cratcil  use of policics
bgyoncl thc dlffcrenttattons juetificil  by etnroturaL  gaps bctrcen oourtrlce, rould lcad to
utJustifj'.al d'isadvantagco  for obcilicnt oountrice.  To avoiii euch conflicte a euf,ficicntly
oaaoart.d'  shor"t telrn policy rorld  bc thc eppropriatc remedy (cf.  part rrr).
112.@
Protrogc t*ettit  lqon.trr?  rurlflcation 1111 put hrevicr prlrrr5r  on ooononioally
rcak rcgions in ralatlon to thc rtron66r !.Gloil  of thc Cmunlty.  In nrtlonel rtatcr
rcak coononLo  rcAionrr  roononl,o  rcotort or roolal 6loupa uruelly oorutrlot oonrldrrebly
aotion avail'ablc fol  coononlc ncalularr rhcn rtcpr agninrt u  rroctrtvr  boou ln or{or
to atop ctocsaive oort  and pdoc lnorcsrcr arc ilcrlreblc.  It  alregn rpp.rr.  attraotlvr
to r.lcdJr rcgional and stmotural uncnplo;mcnt  bJr [canr of i.n  ral dcnandlrne6ocnt
poIlolca. llhc llnita  lnporcd on national rtcne,ndannagrnrnt polloLr.  &16 to the pro-
g:russ in uonctar.Sr unlfioatlon  oan rorran thfu partloular probl.n.
Faotor oobillty  oen olfc:r a ray out of thir  l,rpaur, at Lcett !o r  r.rteln  rrlcnto
A d{atlnotion ha! to b. drarn bctrccn nobtllty of labotr s,rd of orpltll.  l,r 6gerda
labour nobilityr  c:pcdonoc  ha,r rhorn thet tho lorr.r.ntr  of thc leboui forot trktng
plaor at tbc prcccnt tltc  har 3lvcn rlac to !cv.rr. rootel'ctlffloultlrr.  Holring, h.rltb,
an<l ntratning faoilltlog  a:s. lonc of th. nrjor proil.la  vhlob hew not yrt  fqgll  r
s4tlafaotorJr rolution. A lurthcr Lnorcrsc ln lrbour nobll1ty ln or{6  to roduoc ttllotrl
and rtnrotura1  lubeluocr roulct had to uneoorpttbli  oortr, coonolo  er rrll  er rool.rl
ard pryohologloel' Th.r.forc thlg oennot b. oouldrlod  ar an rooeptablc tolutlont
Capltal nobtlity ril.I  br sttnulrt.al u  oow.rtlbtUty  tr  introduo.d. rnd. intrre
Comulity oapital oontroh erc abollahcd u  a lcrult  of nonttartrr r:nlfl,ortlon.  Udortu*
natclyr &Lthou6b capttal It  ln g:rncr.l ruoh norc uobilc than hbour, ltt  potrntla,l fol
autooetlo  adjurtncnta in probably as linitcd. er tbet of labour nlg1.atloar  1r66c 1  ivrn
en oPinlon that oapital nobility  ncrpondlng to narkat inorntivcr  night, on baluor,
oprratl in a pcrvctrc rayo fria  qualifloation  rhoulal bt bolT t!  dnd rbrn it  ir  r4urrt.
tbat rut}ranpcrcd nobllity  of good.a e.nd labsul  a,nd frco oepitalao6lrat  rolld  prototr
firlhrt  cfficicnay ln tbc ellooatlon of naoura..,  and. hanoa v@lal ruppor.! ln aooolnr
tloa of !ra1 aoonoml.o t'rorth in thr lntcgratctl rrlr  at a yhoIl.  It  tr  r,lro rrgur4 thrt
frcc oapltal Eoncaant rould. laoroera thc Lataliotioa  of lnvrrtratr  brtrern nrnbor
rtctog and thus favour e cslftor  d.iffugion of trchniorl lnnortloa.  looord.lng to thlc
vlcr  lt  Is oonocivablo that nonetcry unlfloatloa  1111 rtluulatt  rntloprrnrurr to tnrtf.T
oepltel' lnto loSlonr ruffcrlng frou uncnployncntl trrs tldurtrlo  roulil rrplaor olil oau
ln ilcollnr.
Elrcrc poaaibly fevo eblc cffcotc hav. to bo brl,anocd r6r&r!t thc nr6rtlvr  onlt of
oepttel  Eov.E nts florlry  fron thc rcakcr rud.rr{.wrtroprat to.trong.r  fudurtrlrllrod
a!rce!. Aooolallrg to rouc c-pcricnoc, unhanpcrcd.  nobtLlty of oapltal rlll  ettraot invort-
nentl to thG rationr rhloh offcr thc hiAhr.t rrturn L.co th.  r.6Loil  of hith.lt  produo-
ti.vity  ard. Lffclt  r:cletlv. ooltE. Sevings rilI  thur bc drarn ev.;l f!'o! thc vcel r.glou,
tbanby riclcnlng thc orrcrall Lnbal.auoc.
S-dqit\g upr frrc  faotor nobllity  oaV lntonrlfy  tbc tcnrtcnoy for  a63loucretton  ln
thc elroady  overoongrstccl  hi6t1y dcvclopcd  rcgione of thc comurity, rvrn if  lt  neSr
lescen th.  intcnrtglonal adjuetncnt  problcroe  Rcglona!.  enil ttnrctulal  polioy inoludgg
ta^ratlon pollcyr publlo lnvrrtncnt  and. admi.nirtrotivc ncaaurcr at Conrurity lcvc1, ainlng
at thc orcation of Joba ln thc dcpresrcd  or udlorrbvolopad lcg:lorr1 shqrld tbo:r.rfor
rupport thc prooarr of noncter.5r unlfioation.
L2II.
ilonotarV unlfioetlon in thr Cwunity har ro far bcra pu!.ural retnl,tr through attcnptt
to raaluoc thc rom for ohergca ln intrargrorp  cxoha^ngr-lattao  It rar tholg'b."t that thc pnqtor-
rivcly rtringont applloatlon of thte approeoh rorlct lee"d. wcr e d.coad.c to thc na,rging of thc
crlttlrt3 national oqlrGnoi.!, anat tbus plaoc nonctaltrr  union dcflnj.tcly at the .point of no
fctutn. Fpcr"lcnoc  has ehora, hqtavcrr thrt ln oond,ltlonr of uonctary illaor{.or, both douortl-
oally ad htcnrrtlonallyr thc ttlffl,oultlrr  lnvolvcrt ln frcoziag  c:ohengelatcr lnorcarc et
Lcart ag nroh aa dirordcrly  [onoy alod c:oher6c oadcets  re-enalcca  tho ycarnrLn6 fol atabilityo
Tlrc tllffloultioe aro not oaly tcohnloel  Ln natulcr lhry hrv. a dccpcr .i6nlfloano.r in ro
far ra thcy rcflcct oonfllots attondant  upon thc coonolol  toota!. and polltioal. ohe^rgra rhloh
elc taking plaoe rlthln ard. lctrccn oorntricgr tlh.Ir th. dlffioultlcc nrt ar:c ]ocokcd at in
tht! l'!8htr e'n epproaoh rhloh attcnpts at supplurtl3 tbrn glo ct rlrrrllollor  sppcrp uttcdy
lnrdoEratcr
fn vhet foll'dsr an eltcnratlvc approroh ls illurtratcdl rhlo\ as antioipetcd in
P4rt If hirgcl upon carly lntloiluotlon of a cnoa Eurcpcan  Culrcnoyr Or1r appnoaoh  to
non.terlr  union la ln a gc!!e nor ohallcngtng thsr tha eb,'lour onc of Jqrt looklng thc
parlttos of crlstlng surrcnol.ca tqcthrr. Dut, ar 1t rr111 bo rhcn, thc Cooon  E\sopcan
Cur*cnoy  roulcl rcproacnt  tcohn:l.cally rnal .oondl.oelly e pcct*rl faotor of unlfioetlonr
lblr noulal hclp to rtconollcl rltb prqgrocr  torarde urdtloetlon,  a linitrd n eruro of *ohaag*
ratc f,Lcrlbtlltyr nhioh tlurlng thc pcrlod of tranrltl.on rltaht b. fourd to bo Ladlrpcnsablc.
ltro lntlo(luotlon of thc Comon Dulopcen  cunFllolr  and. thc crobanguratc ititolpllac bcrc
lu68rstrd worlil appear togcthor to roprcacnt  tha patb to oonctartrr wifloatlon nort likcly
to b. helpflr:. ln wcrooning  thc berlo undcrlylng dlff,i.oultlcg.
A. llonrtarrr  Unlfl.cation'udcr  Dt ff cnnt &oharup-Rato Syrtcng
1. Irlcvocably,fdxctl  lntrrzrql erchl sr-ratcs
It  ir  ulrral for a nonctartrr union to hava ola ncatlu! o1'616hrrg.  ln oSoulation
es lcgal tcnclcrt altholgh therc erc E.otors of tbc coonogr  vbioh esrruc  and. tttaoba5gt
obllSetlons also by urirg our.rcnoics  othcr thsn tb. cloncgtio omo I[  ooatrlcr rlrioh
erc latcgratcd ln latcnlettolaL  noncy end. oapttel rerkctr, tra,nreotloru ln tbid  our
:lcDoi.E  takc plaoa e"lgo bctrocn rcrldcntr. l&rrrcfercl th.rc oountrlsr t1tc !o lorgcr,
rtrlotly rpca*tlg, on a Eono-outrtlnoy ttaldatd.r
It  is alro rolth aotlng that ln nany oountrlas, in thc carlLcr ttagcs of thclr
unifioatlon  pfooalsr thcn bal bccn norc thrn 613 typo of oufrGnolr  notce Ln oiraulationr
In 6cncr:a1r thc plualtty of thc banks of, 1..u. 1g thc fcaturc rhLoh hrc rcslgtcil
lorgtat thc proocu of unifioationi it  haa sufirivcd at tlucs also after oulrcnoica
had bccu unificd h, narlr.
B€irGvrlr blrto'rioel cT.ri.noc and tho ourrcnt oollcDru! of opinlon both augrrt
that in a full.y-flcdgctl nonctartrr unlon tho prloc of, thc ucitle of uohangc, in tc1ac
of on. al0othcrl oannot vatlr o\tc!. epaoc and ti[c.  Ihli  1r e oond.ttion rhioh, of oourlrl
a Dono.ourFcnoy  a!r!a rceta by clcflnition.
I3lbrough tha imutabll'ity  of pricc of th6 n.illa of crcha.ng:o' oountdcg foraing
a roonctar? union ra&p Inportent bencfttgr ItlG taJ.ns osJ bc ttapcd et llttl.o  or no
n&oro'4oononio cost I'f the oonrti,tucnt ooonsnj"as arc tllIy  intr6ratoil  a^ud erc ablo
to utillza  full'y thcir  prod'uotivc  potcntial, urd.cl roughly rlni1u  oorlal.itlon! of nonr-
tara stability.  If  th.  turioara ourrenoieg  do notl and do not ncccl to ihprooiatc (or
apprcolata)  at diflcrsnt  f,atoc in tcrtg  of, thc rqLevant te€ qf 6oodg ancl rcrvlocl,
thcr! is  no necd to oha,r4c intcrnal ercharrgo-ratcs. Thcisforo, thcrc it  no oort tn
forrgolng thoso cher:6rr.
It  il  vorT likcl-y that the exlstin6 Europcan national ouslicnoicg rill  rcnaln in
olrculation lorg afte:r th.c oompl.clion of thc rooneta4y  uclon, although onoc thc tralri.-
tlon ras aohlcvcd to the ftnal  stage,  lntrra-Eulopoa-n  crohargie  ratcs rguld ha,vr to br
lookcd irT svooably tqgctircri. The n&int€na,noc  of e uultiplictty  of uoncta^qr ryl.bolt
EcctE & d.ecply-rootcil  Suropea.u cnotiorrsl ncciln t{lth it  nil1  gurvlvc the uultlpl,ioity
of i'raucror rhloh rnplleg that a uinor m€i,surc  orf oontroL qrs  th6 olcstion e,rd rct'q-
lation of thc uouetary be,us nl'1l p!rh8,pg  !.nain rrtth tha (pcriphclal)  uatioaal rutho-
!i'tlol.  otherrlee, thc origtcnoc of the verlour natiolal curranoicg rlll  bardly havr
a,Dy €oonoloic aignifioanoc.
rn ordcr to pagr rn a r"\'opcan cusncnoy dlffercnt fr@ tha oni hatrat, od,y  ,^D
er"lthroetloal  oalcu.l-atiou r11I be ncod.ecl. lhla niaht bc einplificd  \r  ff-ring  nrourcd.cd.tr
crobrngc'ralcrs  luch as 10 or 1o0 unite of one cunenoy to I unit of a^nothcre to tahioh
peoplc roulil grow aocustmcd.  bcoausc thosa ratcs yould ncv.r oha'gG: Tbc E\rropca,n uonr-
tarT unlon voulil bc tnrly  roulti-currcucy es people anil luginccg  rould. r.o.ivc  a^ud, na,Lc
pa$!'bt8 iE auJr of the Suropean cuncnoiaB. fhc arca of oirculation  of, thcec rould. no
lorl8c! ooinclde rith  thc natlonel  bouadarlea.  All  nrahcr oa:.rcaoicr !r€ht,  ln th.  firal
atagcr bc dcelgreil logal tcad.er for tranraotions  botvocn !.slil.ntr  1! atllr psrt of tb.
Comunity.
In factr thc prooess of lntcrponctration  of, netional  ournrnoy  al.otralns ghould  bc
cnooura€ld aLrcadJr nw.  ft  rroutat put ruor6 preasula on natl,onql nonctarlr autborlticr to
haraonizo  polLcics,  an1 to halnonize thco in the rllrcotion  of nonctarg stsbilttyr. pro-
vicletl onc or tro of the naio! rsenb€r countri€s  tr€lq not lnflating.  But thc onq buld.rca
p6r o€nt locking of, int:rargroup  etoha,nge  rates rill  have to walt fol  thc final  stegc
of DonetarXr intcgration.
2. Fnce1F floating cxohango-ratee
Durlng tho transitional parfod., f,u11y*fLoatin6 cxcha,nge.ratcg  roqlcl bc no lcg
lnePp:roprtate  than oourplctc ftrlty.  If  thcrc is a oaugc of cLgaaralo cllacgullibrlun at
rorkt rhie\ at a givcn rate of utillzation  of the prod.uctive  pot.ntial  for th. rhole
co@unityr  dake. oosts and prioes rj.se at eLi{htly but pcraiatcntlyEp"*il"t"  thc d,if-
fercnt nenber countriee, there iB no guarantee that, undcr frcclp.fl[oetitg  crohlJcg1;-
ratcel rate ad'justnents  rllL  take place with the g?ad.uality suffloicnt to off8.t  thosc
d'iffercncog  in epectlo sren on the rnorc favourabl6 aseumption  that prloc elertiolticr
of ilcnand for  iDports  and for  oxlrorta  (prod.uoed  ancl cxportcd by sov6rel count:rics), as
uwell aE thc claetloity  of export-supply  arc hi.gh in the sholt nrn, depalturee fron the
oquillbtlum  rates might be roorc freqrrcnt  and. Iarger than needed,  s.s a lesuLt of capital
movem€ntE  tendina to delayr or to a.rti.cipate (by illffcrent  time lengtho) the adjuetrnent.
lhc nct changes ln exchange-ratcs, suffi.cient to conpensate  for re-itcrative  discrepancles
ln cost end pricc trendsl woulil be arrived at through ride gyrations.  These wourd in an
arithmeticar  ecnse  J'61ggr.y oanoel thcmselvee outr'but ln the procesr thay would upsct
ngney and cxchange-markets. They woulal heloper paynents ae werr aB lnv€st6ent,  planning
by busineos catcrlng for the naad6 of thc Comnunitytg  markct as a irhole. They woul.d  leacl
to an wergrorth of the fonrard cxcharge-markets and. to their instebility.  At the 8am6
tlnrct fot:natd oover nl'ght not bc forthoonj.rg  on a4y tcrne fer  eone cur1.enole., nor for
longer rnaturities.
The cxperlence  availablc so far in ihe caEe of countries  nhl.ch ar.e floating ind.l-
vlitually appeers to ghow thet decleion-taking bodics and the eociar partncrg  ar€ by no
mcans legs gensltivc to cxchangG-rate changce than to ohangee  in regencs. Howevcr,  with
unrinitcd lecoura to floatlng ratos ftec rcin nay bc glvcn for oarrying out ailjustmcnto
cntlruly by racans of cxohangc-ratc  changce, cepcclally in vicw in the d.cierioration  in
the uee of ths norc convcntlonal  instnuacntg of eoononic ancl eocial po1{cy. rf  the oppodu-
nitieg for tntcgratlng the econoniee, whlch the trangitional pcrlod ia suppoecd to afford,
arc not to be frittered  awayt poLicy.harmonization mrst have a share j.n the procesg or.
adiugtnent.
If  free floatina wcrG to be used ae a full  substi.tute  for pollcJFh&rmonization, thc
abtllty  of nernbcr countries oorrectl], to use the rnore conventional instlumente  of stablli-
zation end growth-policiea woulci Cenci to di.ffer more and more. fhe pattern and the proc€a_
ses of elloeetion of.reaourcea ln the econonies thensclves rould d.rlft further apart.
Ivloreovelr furl  freedom in exchange-rate matter.s would be lnooneietent  rtth  the intcrdcpcn-
danoc rhioh existe bctseen coftounity countriee  as a result of thcir  strong  trad.e integre-
tlonr rhlch it  is  notr hopccl to buttrese through rnorc pcnrasivc  ccononlc integration.  Fron
the tcohnical vicwpoint frce floating:  woul,d  mean the rnaintenancc  of Ecparete national
ourtancleEt as ln thc peEt expog.d to spcoul,atlonr Freelyfloatin€: rates oannot be lccon-
oileil wlth thc procoss of monetery  and economic integration.
3. SjqEtlble  psritteE
Ift  during the tra.nsitj.onal period, i.e.  while oonditions  of semi-integra.tion of the
economies obtainr exchange*rate changes cannot be vrholly dispensed nith,  the choice liee,
in actual fact,  between large parity-changes,  unprediotable  as to tlteir  extend and timingf
taking place under (restrictive)  supervision  on one sid.el on the other gradual supervised
changeBr aiming at offsetting cost and price discrepancies due to the d.ifferent infla-
trionar:,. propensi.ties of the national econonics.
lhe former nethod has by an large been appLied by',,11. countries and, indeed, nost
industrial countries in the postwar period. .,xperience  has shown that countries have in
fact behaved as if  they rrter! not under a fixeti-rate  constraint. 3eing able to i€inore it,
also as a result of external balance of payments aicl, the.y lived as if  in a world of
floating fates, which werelin I'aot, not floating.  T'herefore, cost and pricedlvcrgtncils tcre ellqred to ounulato ;lear aftcr yearg till  th*y ma.de tha oxohargt-ratc
ttructura  hrrpllerlaly unrea.Iietic.  The cl.o facto pcrmieeiveness  of the Bygtcn not only
ilclaycd the adjuotrnent of domeetic Fclicies, but aleo lncreased r.rasisianoc to thc varia-
tlon of paritiee. Devaiuattons  havc gcnerall;, taken p1-ace u::ler prtssulc conlng frqt
orcditor counb,:1es  and,/ot'narkete.  Tire reluctanoe of defi::it  countrice to ad.Jurt pelltSr
dlclrir turq increase the disinclinaiion to adiust on the r,ar; of su].plus  oour.trico,  on
rhich tire tonatrairt to  o :r iELr ari a rule, srill  $eakcr.. Tr'r!$ l:as lo,l on eany an ooo&-
slon to staie:rate aiiu;';i:;,s,  luiich iravc generat,rd tunnoir. in eysi1,1y3g6 ta.BrkctE. Long
dra*n out polliieal  and riipICtn,rt,ic r;eiircaailons rrdve .le.p. . e,,errsary to brcak out of thc
inparsc. OfNs,r ille soluti.one artoplcd have been :i:sr.ccL;; lrcil:l.l.r,  Tl:e lcad.orghip  rhich it
bcho'rtaB Dot'iela":r aul,horji:3'* !o *rart  ln oxler ro osrri:ain  ordorJ.y sa:.kttc hac not ra!8lr-
cd  un!cat:,$d.
Tharc arc eeveral variantEr 
.by ehi.ch tile syst6!0  c4.r !.+ 'Jl,cratcd and i.nprovcd.. Thc
llnc  to far  choeen b) ti:e Ccn.,:r.:rniiy  for  the bransitlcrial.;,erio<l ains at tnprovlng lt
through  a nore effcctive  i'r';;23s,' of pollcy harmoniza.tiir? atrlotef  nutqa1 supcrwirlon  of,
and'at e leter  sNagg 'jornrrnity  ooncurrcncc in ti:e decieionn to changc pari.tica, and a
pronptcr  adjuetnent cf iire lattar.
socpticiem in r'*opo+t cf l;l:e r,re-"c;rt  Et: !or.i:i  s!ar.e rqem3 to bc;jurtlfied  by thc
abco'ce of any new rLcrEen-,r, heing lui.l.l into iile systerl :.iaetf , xhich mig,ht ingffIltih  I Thc irnprovcne:lt snoul.ii cone fr:,1 .r iit!.:.jjr;ieairr:,e  ;,.i plll!ic,:._ nrcssule a,rl soliilarity,
a't a dcur ex naohlna.'Arirriliodl,v,  tnis has been tl'ie rra.lure ci  i;hc o&uFa1lva proccaa
bahlnd' nany historicai  i;urningi poiitts. Butrassuniqg  t,hat political  Eoltderity  cnsur.d  thc
ioplcncrltation of the sysien: in ihe nar xa,y envieage.l,  roui.i i}ris laai to stabiltly  end
1ntc6'ration?
l'{utual supervision  and concurrence in deoieion€ affecting paritict  fulp1j.ca that
chaa6oe rould bo nade less dj"scl-tionar1.. In pri.ncipi-e, th!$ is llkeLy to bi e oontrl_
bution to e morc ord.erly arrd eterble aystem. But, rf  the d.ecisiorra to b6 tabn  i.nvolvt
1rf8a parity changes, wouid it  be a sufficient condrtiorr for maintainrng oratally rnil drbh
mrrkrtt to rnske those decrsione contingent upon corrmrnity  agr"*ement or thc ind.tcrtion
of tonE cornmonll' rocognj.z€d  objective criteria  a"nd. berirlos, how m.rch docs it  rnattcr
to cxporters  anri importers' lo j.nduBtrj-aliats, to bankerr,  fl.[a.lh6r th* ch.enge is  rnrilc
acoording to some procedure sr notr if  ths size of the chan€E  can be ae unprod.i.ctrblJr
lrrgl  aa the chenps in the objective crrteria  themselves? It;i.a  uumoagurable qnc'6rteintyr.-
rhich indefirritely iarp  psr,ity-chsrggs gensrate,  *"hat has r,rally digruptivo  cff6ct.i
8'ivca riso to massivo raveg of opeculation that often rnake the oxpcctations  of puity-
chentsB eclffulfil]rn8;  ardr in the endr preventB the fi.ril €nd Lrrqv€rsibLe lit€raltlatlou
of cr.piiaL  novarnentB.  Parity adjustmer:ta need to be ragul&t€d so aa not to aLprivc
.ntlcprcnourF of the stable lnonel,ary fra,rrrork for  ConTmn:t)..-w:ita, long-terrn pl-cruring
alGciaions  besed on profit&bility  calcuLatrions with reference to funilaficntal  GconoEic
factors. Faiiing, ttr:.sr the trarsitional  p€ricd will  not, a,clLleye the taelc for vhich it
!e conceived,  and the opor.rng a.rrd integrati^on of the meinber co.lr:tries econonlaB ui]l
not edvance. Leree parity-chargus  betreen menher-gtates oui4tit to be banned nos.
Ib4. Llnltcd ,lntcrnal, flclib,iU.ty  end cxtcrnal. floatina
If  thcre is  a oonscnsuel ea indecd thcre is,  thet parity adjustrnents  cannot bc
af,iogethcr dispcnged vith  {urfnq thc trangitional  p€liodr one is left  with one posei.ble
aou::'eo of actlonr whi.oh consistr in adjuetin8 p4rities grad.ual.lyl iuat as oost and price
discrepancies aee likely  to arise gradually anonB economies which are now gemi-
tntegrateill though potaed to move towards full  lntegratlon.  To keep the area of monetqt',
uno€rt8lnty during the traneitiona!.  period withln thc }irnits that flou1tt nake it  nrana-
geablc forbusines  intending to cater for the needg of the Cornrnon  lilarket as a nhole,
pa:rlty<hangcs  should only be allored up to a DTeagr€ed. slze. changes in any one
ycally period shou)'d not bc lergcr than a few peroentage points. A'tflexibility  schedulc'r
fol  paritics  ehould' be aSrecal  upon at the outaet thet would lay down thc rnaxirnurn pcr.
ccntage by whloh parltj'cs tould be ellcnrcd io be ohanged..  It  lrouId. be expedicnt to keep
thole perocntagcs within the ourrent width of the intra-European band.r fhey would be
reduced over tirue in parallel with the shrinking internal band. Thus, given present
r&rirlnsr paritFchangca of up to 2.2i per ocnt wourd be alrorcd in a oal€n+ar ycar;
not tnole than one fuI1 chan8e would be alLoncd to teke place in gf  sit  rnonths pcriod.
fiorever, up titt  the end. of the second Etags of wu,  or possib]y only rnid{ay to it
(30 lr,rru l!f!),  exocptiong  to thc ',flexibllity  schedule"  might be allmed. either ln
the fira^newgrk of politioal  decisiong to be taken after nultilateral  consultations,  or
bX Shorlqnin€ the unlt pcriod. for parity chan8es as forcsqcn in the "scheduler from
ona ylat tor gaJr Eix oonthg.
ChanS'es noultlr as a rrrlel be ehared by the deficit  and. the surplus  oountrieg.
Thig would be in harmony with the energlngi conaengus in favour of nore synnetry in
the adjustmont  proceas for reak and strong.ourrancy  oountriee. It  nould also reduoe
for any aingle currcncy (aefioit  or eurplus) deviations fron the medl,en coursc.
Thor:efore,  it  would be less dienrptlve for capital msvomcntB,  rhirc  obtaining the
ncqtlcil qvcrall acljusturent effeot. fn particular, it  would weaken thc pull  on the Comnon
Eurogean Currency by the ctrongest currency.
It  night be obisct€d that it  ie not realtstic  to expect ncrnber counrries to 
"enoun- ae the rightPrnange oarities other than within these ns.rror linlte.  But the rnerging of
the national currencies  lrnpLies suoh a renounciation  tooner or later.  Itre whole proccqq
rill  be on rnuch firmer ground if  it  pan be carried out as a gradual. exeroise. rather
than as a d'rarnatio chan€ie from a condition of potentially  unlimited parity-changco to
one where  eud'denry they woul.d no longer take place. u, duling the trangitional  periodl
notrithstanding  th€ protressivc  rapprochement  of the econonles and their  institutione
(inoludirg the labour unione), diseguilibria ehouJ.d arise, which countri.es  not bound by
the progrq.sme of monctary union would correct by m6ans of exchange rate changes, the EC
oountries  would have inetead to rssort to those only to the limited extent allowed by
the trflexibility  schedulett originally  egreeil upon. Thcy would have to cornplete  the
adjustnent  by using conoomitantly the panoply of instrumente that countries on the way
to economlc and monetqry  union must have available.
L7To !.ourc a ur. of tboro inrtnncnt!  oob.rut rith  thc ocnltlrnt  to the sohcitrrlr
of flcribillty,  polloy heraonteation n.cala to bc ugradcit lnto a <tfuolpllnc flr  norr
cff.otlva  than it  obtalne in thc looaor contrrt of tntrrantloru"l roonoio  ooopcrag.oa.
Inrtltuttonal  elranguoutr for bringlng nonctarT euthoritlcr olotcr tcgcthcr nl6bt be
anvluSld aE a EcaD! of foatcrlng har.oonlretlon.
Ttrc laok of cffcotiv.nres  in policphanoniratlon  roukl cvcntnalLy orurr thr  ln-
tcrral  crohan8c-ratc arrangrilcnt  to br.cak d.orn. Pollcy ha:monttation  Lr, horcvcr,  a
naaclraqr, not a euffioicnt oond.ition. firr clrfcnoe of a Comunlty c:ohangt-retc arrrrta-
Dcnt slBo rcquircl poollng thc Fcrawas ln a nrenLndul rrrr. In othan rorrlr rcrpr
pool'1n6q ln orricr to bc orod.lbhr.lhoulal not bc rcvcrrlbh  onrl thoulil not bc barcd. on
clautG. rhtch rould rcduoc thc utability  of tho rcrcrrce by thc E\t.oprea t\Dd. for llotlo-
tery Coopcration. Ugabillty,  end thcrcforc tho cffcotivcncte of tbc Cmuaity pool,
rould bc rcctuocd by a oleuro rhloh Dedc lupport of e ourrancy autoatic ri.thin thc  quote
contributed.  io tbe poot by the country isaulng it,  but\  orr"rr"ili"  b€rond. that quotr.
Srpporrt of ouF.noicr rhoultt not bc rclatod. to thc quoiar, but rather to tb. r.lltr  of
caoh rpooiflo  oeeo, and. to thc cppreJ,sel of, thc Couuaityr;  orrcrrll nonGtsrT  !^nal
prgmcnts  situatlon.
Poollng thc rclcrrcr  in a ncaningful,  ra,lr ls  ncocsrar';r  booaurc 1t rrprcrcntr thr
lmadletc inrtnacnt  fo:r purruing  thc Comrurltyrc objcotivct in thc ftcld  of crchg6n_
ratc policy. &rt,  of ooutlrcr rcscr:rrc1oollng  iloca not hevc to ba total,  not cvcn in thr
!.aro that onc roulil havc to agr.6e now on a sohoalulc for conplotc pooltu.  lilorcovcr,
ctiffcront nethodg  ruold havc to be usad fo!  caoh o&in oetctory of rcrcrvc aa!.t!,
Cloarlyl undcr thc prucnt oonstcllatlon of coonod.o  and polltloal  oinornrtanocsr o.ly
to-Cgl-d ni6ht a mcthod tre epplied whioh rould 6,radual1y  lcad to thc dc facto ocntrall-
catlon of thc national toLd ltooks.
Fron ths oppositc 6itt.r lt  night be objcotcd that lnter'le'l fl*tbillty  of orchlqt - lat.rr  cvan lf  kcpt yrthin a fc'. ennual pcrocntagr polnts, ar lald tlovn ln thc prc-
crtabllchcd roh.dular I'g not ooniluoivc to crohan6enarkct  atobilityl  uor to coonopio
and flaaoiel intcgratloa. hrtr  .8 oonoGrn! thr  mooth rorking of th! Lltk  trl  it  ahorlil
bc notcd that in ordcr to adjust peritlasr in &ooottianoc vith  th.  Ll.dt.d  ftcrlbility
alloraad'r no drarnatlc  Dol'rDentr in thc retcr of crohalgc roulal bc ttquittat. In frot,  no
ohangc at all  of th.  crohenSe-rate  rnlght bc noad.cd. oD thc anno'nococnt  of a perity-
adJurtncnt; only thc ratcrs position in thc barrd roulit shift.  paritJrchengcg woulcl not
bc largcr than thG nolcncntg in cxchan6+-;etc8  vhioh oan tekc place rithin  thc band.
Thoro noncncntr  aan talcc pleoc quiokly, and cqnally quickly rcscrve thcncclvca. rhc
faot thet in tbc gohrnc hcrc proposcd ohan6rr ln  onc ctlrcction roulal be alLoncd to ou-
uulatc ycer after ycar, up to thc clcflnitc aohlcvcnont  of lfUp roulal not d.al to thc
tllsturbanocs vhioh crchangc dcarcrg havc to faoc in thclr  rlatly loutinc.
oa the othcr handt thc soall parity ohan6cr  provi<tcrl. for unilcr thla sohcnc rould.
bc cufficicnt to tiv.  padtiae thc nctliurtcru  f[cribi].ity  thatl  in thc oacc of ccone
niec rhich arc only lr'i-1ntcg?atcdl is  nccdccr Ln ordcr to lcnd orcdibllity  to thc
plcdgc to uaintain and dcfcnd an arohare'-l&,tc  arrangcncnt.  Entrcprancrra nould thug bc
in a positlon to Eako astunptions about cxohcnga ratr.novrncntg rithln  a rant! of
I8unocrtalnty and risk that rould not crlpple the devcloprncnt of Comlulit]tslrlilc  operatiomr
?he cxohange ratc arrangemcnt hor. su8gcated  roulcl not hinder tho Gnergenoo  of a
Eunopean  monetaqt' eyetir,  as d.iEtinct frm  thd rorlil  monotaw systen, The erosion which
thc ooncept and csscnoc of a truly  Lntcrnational currcnoy hae undergone ln reoent ycara
is  onc more sign that pol'nts to the formation  of regiona). uronetary  areas. A meaning:ful
oomron  ourFency  EeeloE nor fcagible only for uee wlthin ar6es possesslng a higher  ilegrcc
of cooirecononic cohaeton arrd. polltlcal  solida.rlty.
The lack of an intena,tional  currency  impJ.ies as a corollary, that intor-area  p.y'nntg
adJuatuente rl11 havc to take plaoe th:rough erohange ratc ohan6es.  under an sDR gtenderd.
I'arigc ctcfiolt/surplue posltlons  oannot be allcrrert to d.evelop lcat thc sDR itseJ.f,  end.
thclcforc the sounalness  of the gtandatrir lhoulat ooue under suspiolon.  Gi.vcn thc unwil.-
Iingneas of 1a49e countries,  or groupE of oountries, to gacrifloe clonestio  policy
obJectlves to th€ ertcralal ones, when confilots  eriEe betrccn the fontrer and the 1attcnl
intcparea  €xchanSe  rate changes are bound. to have e prlrnary role in peyil€ntE attjustnantr.
A clifferentlatecl  Er-rropcan nonetary arca woulil cmerg€  aE a ;.ceul,t of the con'urriry
ourrcncien together floating qrFa Qrtra, rhlte  being internally on e, Il.rnited. fleribillty
basi!'  rhc Latter wotld lnJeot a need.ed.  ncaeure of frcxibility  into thQ jolnt  Europcarr
fLoat which' in fact  ,  i.s too rigld  for  a group of oountri€s  that d.o not oonpriec  yct
en optitrum  monetarXr arsai suoh ourrcnoics  oan soaroely be crpeoted  to b.havc aa if  thoy
rcr'  onc in eubstanoc  ae yct.  fnternal flcxtbility  rould tenil to raduc. the etrains
rbioh are bouncl to devclop in the joint  float  by a large Iroup of oountrice that are
only Eerni-integratcil. ft  woul,il makc thc a,rran8eD€nt crcdible; it  noulal help to broak out
of the cleadlock createtl in March  19?3 rhen sone comunlty currenciee couril not join the
rlgiil  connon floet.
In the li3ht  of thc foregoingl a joint  fl.oat erga crtra oqn tlmitoat intra-group
flexibility  appeers to be a deeirable entl fEaeible oonproniae betroon the two ertrcne
posltlone now obtaining: rigid  jolnt  floating on one glde end., on th€ othcr, flee
fLoetlng outeide any prwi'slon  {hatgoavGr  for cormunity  ttieoipline  (exocpt as informalJ.y
sqlf-inposcd by the oountries ooncettleal).
B' Cncation  antl Role of a Connon Drrooean Currency
1. [he rationel,e for a Comon Drrope?n Currency
The exchange ratc-3rrangernent  propoeecl above would be easier to opcrate if  a
corDmon Europeen currcncy wcrc available  antl could be used. aa a connon intatrrention
ne'Llun. Iiria woulc bc the most effioient way by rhich coherenoe, fron the point of
vhn of exchanr8*ratee  rri8ht be malntalneci In a nuLti-currency afila which, for a while,
will  neeil to combine a lirdted  degree of internal flexibility  with erternal floatina.
untiLl recently thc oonroon intenrention  mcd.irrln nas the doll.al. l[hstcag  the dollar
ie gradually being pharccl out of lntra-8.c.  offlclal  traneactions, ttlseppointirgly ena!.I
progtcss has bcen rnade ln findin6 an adequate  aubgtltute for it.  Trhe :neagonB for this
are tcohnical, econonlc enrt politicaL.
19Ero thc tcohnlorl vl.rpohtr  11 13 rrForhnt to aotr tbrt  tbt  r1... of tho dollu
to th. po.itlon of en interortlonrl  ourF nolr rrr  .r.l.t.A  tt  r, fonldrbl.  buttrg  .d
flrm6li.  infraetmotulr.  If  thorc ll  an E.C. onrr'.nqt rhloh d6bt  offrr  ocperrbh lrr
ollltlrrr  thclr  arc lloubtr er to tbc rcedlao|. of othcl 8.C. ocatdtr  to hold lt  oa r
Ielgt  cncnrgh roalc. In fcot thc D.C. ourrruoy rhloh ,.! nc  tht rort  roqht  efhr  er a
lrtrGln arlct  bclongr to a oo'ultrt rhora lo|lalr f.nd oaplial larbtr  rF  ftl..lJr ilrdaqurla
to pIaV a o.nttd  ro1. ln thr Crunlty  ald rhorr anthorLticr !..r  trot ben to r..  .uoh
a rolo dcvelop.
Eoolonioallyr thr rubrtltutlon of tho itolls  b;r a aetlonll lolo  oqr;rlnct rould. not
qultc o1r-llrtc  th. oonfllotr rhtoh brvr rr1rra r-tcr  tho doller'rtrdr:rll  but rrtheir
trrarporo thcn into a hrrlrut  oonttxt.  [rcn6h hrr  rherply p.rbtE r rafltrtr  rorrld. b.
bqrd to arirc if  r  surFrnoJr ltnkral to r rLtl.drl  .ooloer ru  .'bd.  !o tufl1  tbr r$b
of thr Europcan our!.tloJrr r'  1on3 er lcnbrr oentr? .oon-laa e,lr aqt t\lly  iatqrrtd.
It  roul'al br unnellrtto  to .r.rn  thet e netionrl orrFlnot  roulat b. ..irg.d.  Ln 1ruoh r
rrt  |r  to glvc prlorlty  to thr Cmrrlrltyrr wrrrll  noedt. !? tb.t  o!|rlal br iloarl it
rallal abo bo appropr{rtr  to givc thr lrrnln6 orntrrl  lr,at r hropern !t!.t3t  ru-gnrtto
&o rrtlonal  ourF.not roall  thou bc ruoh onlJr ln D!rci LD roturl  feot lt  rouLl br r tnr
Couual.ty ourr.noJr. It  Lr rllf?loult  to rcc ha tho ooultrtrr  ooaorr.and. ranltl rgrot to thl|
.o!t  of atlangcncntr  vhloh roulil tlcprivc 1t of rutonqr la nnegil3 ltr  an  our1'anoy,  .a
autonour ite  partncrr roulil oontlnuc to cnJaJr, lf  onry to a rhrtnH.rg  cr*cnt.
Rlnallyr politloel  aad. prcatijc  cougidcratLonr  Dak oo.t mbrr  omltrLu  itiaitoli-
aocl-to rcp  thc rirl  of ouc of tht  o:lrtlrg  lrltooel  onrFlttot.r to e paltlon  of p14r.sJr
rltbLn thc Couuaity.
It  roulal appger fron thr forr3oln6 tbrt  lor a ourr.Eot to bo rnlteblc for thr roh
of Cmualty ourrtnoJr, ono rou&l hrvc to ororto tt  .r  Dov..
2. Foru,Iec for thc Coon luropre.a  Currcncy
An trportlat  $r..tlo!  rhioh nodr tc L. .,urr.r.d, rbrn olrrth3  r  Cq1gB luoeol
OrE noJrr I'r ha to lclrt.  it  to thc rrrtlDg  Drtlorrl  our  !oL...  llbur  rr.r of ooulrr
r nrnb.r of rrtt  of ilohg thlr,  ar lhsra tv rrlr  of illurtrrtlou  1a rbrt  forlar.
Onc porelblLlty 1r thet th.  Ccon furopeel Curr.noy ocj;  lnto brlag er r  rrrult
of tbc upgradir5 of th.  Ebropoa.n lton tart  Urdt of Aooont (nUA). Ia feot; th.  lDr.ltlqt
of th. roxl  ttoonctaryn rllr  to polnt to thc ltkrU-hooat  of thr UlIl  btlrg 6rthlnS  rclr
tban a'n aooountlng notlon. ltr  EIIJA, rbloh barically rcproata  tbr for|rlr  of thc unlt
of roooJlt urcd for thr puraoroe of tbc c.A.P.' la rethcr !.strtotly.  er ngardr botb
th.  oarc! of autonatio  oht^ugtr anrl thctr roop.. B.1nt too ltatlol  ed. tbrrrby opcn to
thc rlrk  of lolitl8  oontaot rlth  th6 national. cuncnolcl, elpl.c roo  hrr hrd to bo 1cf!
to thc cannoi.l  of tiaicto!.r  iu.rcrotionary drofulonr. &ir,  in tula,  ir  rlbry  to dd
ro luoh unoertalnty oonorr.nil3 thc porrlblrity  of the HBr ohug{.ntl or ltot ohu31n31
that ttr  rid.rpr..d  ur. ..p.ol.dry  ln thr pr"tvrto ntor  dght  be rr.l.d. @t.
hrthcnorcr  tbc E|IUI l.  alcfh.d. ln trnr  of .D u..t,  toIal, oono.rartl3  rhloh tho
Couuaity hac a liDttcal .etr  rloDg rlth  s trulb.r of othcr oorurtrl.r. R.o.at oxlrri.rnoc
20hqq ghtrn thet goldr ltr  urc q.rd prloe, oa^n altogcthct brcat eray fron ttrc oontrol of
nonaterT authoritlcg.  lllrcrrfore, e oonacnlur  lt  nor cncrgin6 in offloial  oirolcr  about
thc ungultabll,ity of gold ar nuodrelrc  ln thc lntcrrratlonal nonctaqy EJrsteE. It  i6
uafortunetc  that tho D[ul. ahonld havc bccn alofia.at ln tcrmr of gold (],).
thtE end othcr oongld'cretlone  nllltatc  in. favour of dcflnirg thc lluropean monctary
nctll'un ln t€r'nE of nonctary araotar euoh ec ncnbcr oountriogl  our5.cnolcsl rhioh arc in-
tqnal  to thc Comunlty. llhc Comon Suropcan  Currcnoy  roulat bc drfln.d ar a bag of ourr,
ncnoice ln rhloh cach ourncnoy rorLd oarlr a rcight aocordlng  to a ohoacn pera.octcr,
suoh as thc ONPr thc forclgn tradc, or a omblnatlon of both. Thc fotrgula nl,ght b. ro
oonocivcil  ar to hevc thc Cmnon Europcan  Cuncnoy rcflcot  parity oha^ngca  of, s n&tionaL
oruruoyr ln proportlon to lta rcight ln thc bag. Altcrnatfvcly, thc oontcnt of thc bag
llght  !c ilcfincd ln a ray thst thc dcvaluatLon (rcvaluation) of a ourrcnoy rould n.o.r-
aarily lcadr throuah arbltr:agc  opcrationr bctrccn thc Comnon Europ.an Cun:'cncy anil thc
natlonal ourrcaoica, ln thc absrnoc of offioial  aotion, to thc upnarit (aornrard) adJurt-
ncnt of on. or Eo!! other ourrcnoicg. In thc formcl oaaa, tha crtcmal valuo of thc
Qomon Eraropcan  CurF.nolr roulil ohan8c autonatloally; ln thc tattar  it  roulil not, rinoc
thc ohangc ln onc ouncnot rould bc offsct by e ohange of opporite algn in  ono o! no!,
(othcr) oumcnoice (2).
(f)  qrfgr horreva!.r doos not ncoceearily  inply that gold. oennot sartrc any us€fu1  pu1pogc
in thc oonstnrotlon  of the Europ€an MonctatXr  UnLon.  Beoeusc  a large bod.y of opinton stlll  regarda golcl ar a faotor of nonctary dlrolpllncl  thc lssuc of the connon
Eugopcan  Currcnoy niSht bc linkcd to golct. lhc tlnk  shoulat bc fraotionel  end adjusta, blc ln ordcr to Evoitl butld.irrA into thc ncoha,rd.sn of oreatlon of thc Er:ropcan ou:r-
r$noy a oonotriint of tbc gold-standard typc. Ar thc C.E.Co oiroulatj.on crparrdcil,
thc llnk  crwisagctt hcrc rould lcad to thc ila faotq ocntrallaatioa of the natione,i
Bol.d stooks.
(e) rn tlc  formar oagc thc comon Europcan  cunrnoy ig dsflncd ag foLlong :
I cEC - %te * %t . qUU[ + !r*.rr + olr.ir6s + ...
If  ths valua of one of thc natlonal. oulrrcnoios  ohpnges, thc valuo of the CEC oh{ongu parl pealu rlth  thc rclgbt of thig ourlrnoy 1n thc bag. rn thc lattcr  cagc a
oonetraint lE sddce to thc previorg ilcflnitlon.  Par valucg of the natlonal  ourrcnoicc in tems of CEC'! arc flxcil  so that thc folLorlng cquallty ia a1ra56 getleflcct
r ' %,pvrr + %vs + %uvar * 9r'rvrr * %vr+ ...
whcrc (f)- V"" ls thc paT vetuc in ter.rns of CECre of the Selgian flanc and similarly
for V"r V*"'cto.,  ad  (1i)  es a r.sult  Vtf _ 15"
-v!
.,par f&tes of erch4rge  betyeen the pou.nd stcflj.ng and tbe Selglan franc.
If  the Srs arc flrsat aqy. oban6o in one of the Vre mrst b€ compeneatecl by a change
,  of at lcaet one of ihe othcr Vrs in the gppoeite direction.
2Lfirc for-ocr folsnla lnplha  that oha^ngrr  ln tho Coon nrropon Gurrrnoy rorld
rquel thc rclgltcd 8v.tr6! of oherl6rr ln tho netj.olul sunrraolcr: th.  C[on  l1r1l.qi11t
Cuncaoy roulit bc ar ttrblc,  or urrtablc, il  tbat avrraf,oo  AooonllnS to tcrcl  thta 1r
thc .ort  of protcotlon e€alnrt crohargc  rato ohr,ngor rblch ir  rorght by *b. r$h.t.
l|hcrcfolcr  a Comon Europcan Currcncy ro d.ofincd roultl carlly rprcadi lt  ro|rlal bc
urctl for a comonlty-ridc opcn narkct po1i.oy, a! rcrr  ar for  irlulnt  roanr on thc
Europcan flna,noial nerkrt.
Conocr:'oing thc Lrttor fotmulal it  lr  folt  thet foroirg ilovdurt!,onr (rcvehntlonr)
on lotrr currcnoics  ar a r.lult  of thc rcvaluetloar (d.cvoluttonr) of oth.r oun.aoLar
night not bc aoocptablc  to nonotarlr suthoritilre  0n thc othor hard., lt  thould br borar
ln uird that bcoaurt lntre-Ec fhibility  of parltlcr  rould hrvc to be ltdted  a'rd. ro.lil
thritrk ov.r tlrcr  no lara:c ohargc oight bc infltotcd  on ourr:.cnolltl er e ncrult of thr
oonbinctl rpplloatlon of this f,ortula rnd of thc fihrlblllty  rohrdlrh ruggltrd. in thc
prcvloue Scctlon. What thie folrula roulal lcrd to le tho eutooeti.o  lhrrlDc of tb.
adjurtncnt of parltlcr  bctrccn rcak anil lt:ront cu!r.nol.!.  !h1. roulil br in kcrplng
ritb  thc rlilcly  fclt  nccct for norc rymctry in thr proocr of ed.Jurtlrato
Flnallyl  it  ir  rorth pointin8  out that bcoarrrc thc ounont  inflatlrine,r5r  outburrt
hec uldct:tlLnal aonfidcnoa in nogt ouncncic!,  a guarantcc of ttcb!,llty  in tcr.u  of oup
rcnolrsr antt cspcotall'y  onc rhioh only affoldGa tbc avcragc rtabilLty  prrfor.renoc  of
li.nbor oountrlcgtourrrnoicrr  uight not bc adcquatG to nak thc Cnon Dnropern gurr.noJr
es uuoh oonpctitlvl  as nccdad vlr-i-vig  thc rtrongrrt ourrcnolrll  a.nd. nor*urrcaolr  aa-
cctc at rcll.
Tlrcrc anc varlour xallr fo!  tcourlng for tbo C.E.C. a bcttu-tbrn-rvcragc  prlfor-
nenoc. Onc roulil bc to iaorrarc th. r.lght  ln thr brg.of tho ourrruol.rr b.lol3lrg  to
D.Dbcr oountricr rlth  a lor Prop.ruity to infjletloa. flburl thc rcigtt  of thorc oirrncr-
oicr roul'il eroccal thet poritctl by thc applloattoa of tbc paralt6  ohorln,  and lo  to ty
thc a[ount  nccilcd to nakc thc conon E\:rop.!^n  cuncaoy er har.rl rrr nao.rrlry. lt  th.
Iiloitr  of cour!., thc C.E.C.lr crchan8c retc obe,l6cr voulat rqual thorc of thc rtroagrrt
outirrrnoyt thc fotmot  out.lonoJr  rnd. thc lattcr  rould. taDd to rrlnj.lrtc  aeoh otha!. l'hlr,
horsarr is unl'tkcly to bc aoocpttd by nobcr ooatrlcr,  on both tcoh'{,orl .-r  polltiorl
grounila.
An altcmativc  vay of rcourJ.rg for thc C.EoC. thc rtablllty  ept to lsk  it  rttrao-
tivc ronlcl bc liDk lt  to e rca11 athcr  than nonrtrn3h paralctlro In ltr  rrtrcnc v.rrion,
this f,olTrrla roultl tink in a l. : I  retlo thc CeErCr valuo and rirr  Ln (roc)  ooooillty-
Prloe I'ndct. fn othcr rordcl thc Comon European.Curr.cnoy rocrld. applaola,tr  in tcr.rr of
nacbrr ou"IanoLce a6 an EoErC. avcrega pdor idLr  of goode roer.
It  rill  bc araurcl ln vhit  follove, hor.v.r,  thet ebrolutc itrbllltu  of thc C.BoCr
puroharing  porcr is nclthcr foaslble, nor ilrrlroblco Inrtced tbr rb  lt.'bt  bc e rccubrt
bcttcpthan-avorago  plr{orroanoc  in tornr of ouncnol,or .ol  osooilltJr-lndr:  fomulao.
ilor. rpccifioally,  onc roalil rtart  frm  tbc rri3btrd. ay.rra! of ohaagrr ln E ib.r
oouatriolrourrcnoy  per"ltlcr, and thcn roultl rgvaluo lt  by flaotton of angr inoroerc in
thc ooood.lty-prloo lnclc:. Itrc fractlon rclcva.at for  oaoh glvcn porlod. routal bc itcolilcd
22upon by the Council of Mlnlstcrs.  Thus, thc fornula for clctenninir€  parity ad.Justment
of the Comtton European Currency uould. be seml-autonatic.
Thc for€8oing discuseion tloee not, of course, do justice to the lnany iEsues invol-
veil in the choioe of one fonrula, rather than another. 0n the other hand, the fact
should not be overrooked thet the gohcdule of flexibllity  sr:ggestcd in thle report
Icaveg Little  scop€ for  ohansgE in national ounenciesr exchange rates, an6 therefore
n6stricts  the potential for  ohanges in the Comrnon Europcan  Currency.  Hhat ie essentlal
is to nova from the unlt of aocount conoept to the rearity of a unit of trangationr
A ncre unlt of account wouLd bc hard put to conpete vith  the dorlar (or an E.c. natio-
nal currency)/ fafffng positlve steps fron the offioial  eicle, the procegs of.spontanoout
evolution of the D{uA lnto a currcncy propcr wou1d. be d.rarn-out,  unoertain  anil 1ieble
to set backe' Thie woultt be hard reconcirc  rith  the urg€ncy whrch is  norr fcrt  for
E\:ropet s roonetary unificetion.
3.  ,t
'  In order to seli'\te as an intenrention  cuntrncy, thc Connon Europcan Cupency rould
nqt ard' oould not be iust en official. eeeet. It  would neecl to b€ heLal ancl trad.cd by
market-institutionsr thu6 atlding  it  to be.used as an intenrcntion  cuucncy  and., furthcpl
aS a transacti,on curr€noy.  Fhege differnt  funotlons are closcly inte:related. fn r,hat
fol'Ldvrsr they are inclutlecl in the speeial notion of a rrnonnaie ca:nblairprr
The Conununity  oentral nonetar5r authoritieg  (inclualins th€ nationel dentral  bankg
aoting as a conrnunity body) would chart the oourse of thc Comon Europcan  curyency so
as to Becure for the Comrounity as a rhole the gort of payrnents equil.ibrium rith  the rest
of the worldr coneistent  with the balance of pa;rmente  airls a€reed lnterrationally by;
ancl for,  the Cornmunity ae a whole. The ErEopea,n F\rnd for Monetary coope?atlon rrould
interrrene on exchange narkets in clollars and any other currency, Lf neoessar.Srl  in orden
to oontrol or influence the Europcan  Currenoyrs  cxchange rate. fn turn, the national
o€ntral banks, acting ind.ivid.uatlyl would buJr anil sel.l their  own currenoy (golely)
a€:einst galas or purchaEes of C.E.E.
In o!dc! to hclp the new Euiopean  currtency to oone into its  own, a Large d.enend
f,or lt  wilL need to be oreated:  this,  of courser depends on thc uges for which it  will
be eligible.
A sizaabl'€ ilemand wlll  be generateil by thc ner currency fulfl!.Iing  the rile  of
intenttontiongcqiun:  partlcipants in the exohange mprket, both officiar  and private,
wouLd ne€d to hold working balanoes in the C.lt.C. Transactione  bettreen the Cornmunity
insti.tutions and the national govennents for the purpos. of the comrunityfs budget, of
th€ oorEron agricultural policyp etcetera,  wourrl of courge take place in the conmon
Err'ropean currcncy. It  sould also be used for  paytents betlreen conmunity lnetitutiong and.
lTivate  comp&nles,  and other bodieE, in nember countrles.
Furthermore the C@[on  European Currenoy ought to be useil for  issueg and other
transaotions on thl  Comunltv capital market.  C.E.C. Ioans $oulal be Lssucal by Is,rge
bornowera'  To rlake such loane attractive to lnvcstore a clause of ind.eration  (to ttre
23oost of llvin6)  nlght bc attaohctt to th.D (t)  csen rhcn ruoh oburcr rqlil  not bc
alloyrtl for  ilBucB in natlonal our'cnoics.  Thc Comunity finanolel inltltutl,onr  yo,uld
issuc C.E.C. dcnoninatcd  Loans, thcrcby orcatfug a link  bctrccn thc rncohanirrn of Eonc-
tara unlfication  ancl thc prooees of econoolo g:ror$h ln the Couuaity, Algo natioDrl
goverrments entl local authorltieEr clesirous of tapplng thc Comunltyls capital narlcct
mlght be poraittedr ae unification  proccede,  to 1!su6 parrt of thclr  dcbt in thc Conaon
European Currcnoy.  ltrcy night also bc euthorizctt  to issuG givan anounts of (n*fiun and)
Ehorg-totrrr  notcg in ths Comon Europcen  CuFGncy for rhioh thc Europcan  Fund off.r
retliscount faollltics.
The benlc partldlpatin6 ln tha C.E.C.-narkct roulal bc requircil, a! a ratulatort
clevicer to holal oompuLsorJr  Fcacrrres  ln.thc.Coranon Eraropcan Currcnoy, in en approplieta
ratlo to their C.E.C. -l.labilitles.  Thosc ba.nkg voulil, of oo[!ac1 also b. crpcotcd to
orlEanizc a secordarXr.narkct fol  C.E.C. dlenonlnatctl aaacto, as ycl}  aa to coopcrrtc rith
official  bodiee in order to orcatc adoquato  ol.atiltg faoilitics.
Elna11y,  to prooote thc Cmon Euloplatr Curcnoy  on ita  r6y toyards bcing a
transaotion currcncy thc 0'oncnrncnts rdght aoocpt thc ncr ouFnrnoJr (in e fi-rc<t or rirh6
tatlo  to their  orn natlonal ourrcnoy) for pa;'acntc of ta:cg by at lcart  !oD. oat.torl.!
of taxpayersr guch ae affiliatrs  of oonpanLes rlth  thc hcad. offloc,  or thc oaLn ocntrc
of operationa,  in anothcr ncnbcr  countzy (or in a thlrrd oountrT).
Itrusr by rcplaoing thc dollarl  and morc spcolfioelly ite  eri::r,veriant,  and. by
teking over supplcucntarT  funotione of a transaotlon currcnoy,  the Comon Europcan  culL
rcnoy roul'tl tlevclop in thc narkctc as a nonnaic oanbialrr. PertiolpentE tn thc c.E.c.-
narket woultl be the banke, particular:Iy.thoec whioh n6f .!6ag. in Euro-suronoy  opcrctionr.
Thcy *ouLd dcaL in the corrnon Europcan  Currency  rlth  o"re anothcnl tith  thc ocntral,  benks
intcnrcning ln the narkcts for etccring thc cxohangc rate of tbclr  ovn ourFancy,  and nitb
thc Suropcan Fund for Monotat? Coopcratlon. Allo thc participetlon  in thc C.E.C.-narkct
of thc large industrlal anal oomolcial conpanicar rhorc opcrations ltrirtoh  boyond. thc
national bord.cral n{ht  be €nvllagcat at en early etagc.
A tliffsrent  approach rorltl  ooneist in rlcolar.ing thc ncr Suropcan  ourr.nay fgl
tcnclcr a least for  somc oatcgonice  of tranaeotionsr  dcflncit on thc baslg of thslr  (ruftf-
netional Suropean)  nature, or of thcir  size. But thle rould. nact rlth  rcgletancc frob
even thosc rho believe in the nccd of introduolrg:  a E\::opca,n currcnoy at an cedy etag,c,
Foritisfe1tthattopronotcthetcurrcnoytboughoocroionrou1c[d'ctraotfroDitt
lntrinric  clceirability. The proccdurc  oug:ht rather be to dcolerc tbc ngr ourrcnoy lcga1
tentlerl alongeidle thc exieting  national  ou:tcncieo, aftcr it  had. prwcd. its  intrinrlo
dcsirability  to a $8tt{.ot.d sroup of ptofassl.oraL J.argrsize  ua.:!a an4 lt  had. rubrcql,a -
tly  galnccl acccptablllty nearly alJ. thc wa,3r <lorn to rrage cc.raLrs end. rctril  rhoppcrr.
Aftcr all'r  ln devcloped coutttlies thc bulk of payncnts is donc W balk ohcqucr rhclaa,
only ocntral bank noteg (ond trcacur.Xr coine) arc lcgal tcnder.
4. Th6 panaS€nent of th€ C@on Europcan  Cunonay
'  Ia this agr:of uarelcntlcsg inflation  end nonctar'3r  dieordcrl thc Comon E\sopcen
Currency  woulcl stantl a good ohance of becmlng aoocptable on itg  orn ncrltal  if  it  ooulil
24bc rcgardccl a! a r.Irtlv.ly  rtablc statdarrl of veluc. A oholoc nlIl  havc to bc nadc,
for et Lcqrt at long a! thr  Co@on Elulopcan Cuz.cnoy.rl1l not bc ablc ltsclf  to oxcrt
a clco&lvc lnfilucnoc  on coonmio trcnde in thc Comunltyl bctrccn  absol.utc rtEbility
and thc avcragt tnstablllty  of ncnbcr oountrlctg  orrnncnciec.  Chooring tho formcr,
hor{cvar clccl:reblc in ltsclfl  roul,al v.t5r llkcly  put a hcavy rtraln  on thc ncw orr?rlno]o
It  woulcl put it  on-a oou:rsc not rcprescntative of rnember  countrlegf curr€nciag. Jt
nlght harapcr lts  tllffuslon in go far es alebtors rould. be unrtlllng  to cxp:rcse thclr  dcltr
ln a too rigtct stanilard of va1ue. Iho 1lrtcrest6 of creclitora,  on the other hand, roukl
lbln  the opposite dtreotlon.  Thls oonflict rotrldt hlnder the gnooth  workln6 of capltal,
marketg ln the Comurlty.
llrhc oonfllot rould'bo  noro octdous lf  a gap bctycen the atabillty  perfornenoc
of thr  Cormon  European Currenoy anal a w6ak natl,onal  ourtrency  fotmed, whlch rouLil Ealcc
thc lattcr  guspcct fol  <lcveluatton  against thc C.E.C. ftre ilenanrt for thc Co@on Eufopcan
Cuncnoy ni5ht obtein a lcrrcL which rould nakc lt  poEElble to naintaln  thc In-ternal
llnltccl-flcxlbllity-sohcilul.e.  A11 this trould, tt€duoe thc oh€,noes  tiret tlre Cmon Buropoan
Cumenoy nlght cvcntually pley &n sffeotivo rElc in the evolutlon of ner moncta4f arr,atr#
gancnta i.n thc Cmnuntty. Ifr  tnetcad of edoptlng a fornula for absoLutc etability  for
ove:rr lt  rag alncd at a neasurc of stablLity clcarly above the rncnber ourrcnolesr  avcnagr
stabi[ity,  ag outllneil in subsectlon 2r the effeotivenees  of th€ Cormon  European curronoy
1n foEterlng a batter monctarlr performanoe  elI  rourd noulit be nuoh cnhanocd..
The stabillty  perforuuno.  of thF Arropcan ouncnoy oannot bc bot the itflcctlon
lerlply  of thc oonbincd pcrfolnanoe of thc natlonol ourrcnoicop  urless onc rerc rcady
to brcrl< the proporccl patterrr of intcrrsl  LinLtcil flcribtLtty  onil Jolnt ftoatlng ggg
g!Ig:  h  thet case, hc|irev€?, an iuportant cl.ment of etncr€:th of thc E\ropcan  ourtGnoJt
noultl,bs loetr for the strlot  deLinitatlon and shninking  aLza of the exchange risk  ar:c
llkcly  to nake the Corrmon  European Currency roore clesi.rablc  than oompetilrg  ertcrnal ouF
rcnoteel whioh nay bcar for  Cormunity resialcnts a potcntlally udinitetl  cxohangc riskr
The pattcrtr herc auggcstcilr wtth rcAarril to a nore stable ou.rt€noy value and lnt6n-
na1 crohangc ratc fl.e:dbllityr  eecns also the rnost suitablc to eeorrc tho eorg of 6vo-
lution  onc woulal Llke to see in the rclationship betreen the ncv E\Eopoail  currency antl
th6 national ourrenoier. During the transitionaL perlod. a amooth prooege of unlficatlon
Fhould avolal sudilen enrptions of ouF€noy  cpcoulatlon  out of,  and poaaibly baok lnto,
a Comunity orrronoyr aE rell  aE nasglve Bhlfbo lnto the Conrnon  E\Eopc&n Currcncy.
Shifte lnto thc latter  would increase the a,nount of lt  rhioh xoulal be in circulatlon
but ot:ght to rciluoc pro tento that of the natlonal  ouragnoy  solal. Sinca guch shlfts roultl
not rcduoc thc ovcrall llquidlty  of the eoonotay oonccrnetl,  the orntral bank iseuing thc
outfanoy exchan3td  for thc Comon European  Currency nould not be alLor*cd to trT to offlct
guoh chj.fte by ncans of fqrthcr issued. Rathcrr it  wou1d. have to inorsage the clenanal  of,
lta  qrn curranoy  for  Lnstanoe  by raising interest trates on depositsr and othcr noney ap{.
finanolal  olalnE, in that ourrtnoy.
f,trc gohcne frere p:roposcd. rould bc ltke1y to prevcnt both these inoonvenienocs fron
happenlr:gr although oountrles rould have to saorifloe to sotne degree their  autonoqr  in
lnter|.rgt rat.  polioyr rhloh lE bound to happen in ar\y oaa€ if  progress 1g to bc nedc
25tora:dr ualfloatlon. But urdcr a rcvlrccl adjurteblo  pog ryrtu,  lugr rrvrr of rpecnl>
tlon roulil forr0 as perltt rjlurpsrr  bcoe^Ec nor. .rd norc 1lhaly. ID lhrt o|rc, tt rorlil
bc tnro th:rt tbo criatcnoc of thc Comon Slrropcan  Curronoy  alogrlrtt tha trrtlolrl ours
rcaoicl (anO ttrclr intuoowrrtlbillty) roultl nalcc a d,lffrrraor tlc  tb. vlrrpolat of "
outr.nolr lpcorlftion, fo! tt  Youl,at bc likcly to glvc tbla lattcr r ar  ftrlil  of opontLoa.
I
Clcarly horcvcrp thc tcohnloel aulteblllty  of thc crohenge  latc trt.up  1r aot a
rufflot.nt  oontlltloa ?o'l avoltli.ng  intcr-culrcaoy  rf,ll8httt  l:rd th.  nrcd- for lrrgr  rup
port of thc nturpcotcdn octrcnoicg. Effeotlvc polloy b.arEontilion Lr r.ail.d,  a,nil thit.
oan onlJr bc etteLncd if, a oonsensur  ls  rcaohcal oonocnnlag  thc uncnplolncnt-ln11letlon
trladc-off tt  thloh thc Comunity es a nholc roulal ala. fiu  obenorr thrt  hrr.nonlratlon
roulil bc eoooptcil, roulil of ooulsc Lncfoer. if  th.  Cmuaity oollrotlvr\r  oorld nlc  r
porltlvc oontributlon to inprovLng that trradc-off.
A! to f!.c  lntn4roup  floatingr nbloh ar lt  ha^s b.rn r.rn  cn rrF.rrl  gordr  3
lrrcoonoiLlsbla rLth thc p:roocse of unj.fLoatlon, lt  roulit alio t  uleoocpt1,bl 111rofr;'
as lt  rould loed to thc rudd.cn ctcrcllotlon of tb.  fart  tlcprrrolrtll3  ou*-taolrr, rd,
thcir  cubrtttution \r  thc Comon Enropoe,n Cru.:snoy. T,hc lcttrr  rmlil  hrvr to be rur5rd
so as to korp in olocc touoh rith  thc laetogt epprolatln6  ounrraol6l lut  lt  !r  nD-
'plantcd trt thcn. Aa cvolutLon of thi:  typc roalil b.ad]y br aoorptelt1, ..p.olrllJr  lt
rould lr.ar that. only iou. of thc ratlonal our':.rnoLer  roulit proetnrr\r  rllrrppeer f]o
thc Comualtyrt uonciety  locac.
Iboacr of ooutlar a:I.c tba v.r'y rcaaona r\r  lt  is lik  br thet tbr  Cmon Europo1u
cu$.noy bcitt  in oilouletj.on sittc by cialc rlth  thc natlonal our.raaoicrl  rou.ltl rrrt  e
poncrftl dlgclpllnartrr  lnflucnoc..  Bnt dleoipllac  oelrot rork rrtfufroto,rl\r  .'d. lt  1r
borud to tc xcontcttctlnr i.f lt  ie achicvcal thlouth thc thrcat of clrrrtlo  obr,ngrr la thr
pr-crltting  nl:  of Cmualty and national  olcncntr..
fn prtnoiplcr  it  rcrur rafc to assut that thri norc ctdu.fllr  tht r'.  of th.  CC}-
raon EuropGan  Curcnoy r11l rprcadl thc uorc aoorptabb th.  proo... of ulttnte  !fpla'o.-
acnt of, thc na,tlonel ourrsnoLcs 1111 bco.
Irh. !p..d at rhloh tho Couoa Eu6pce^a Currcnoy leJr bc r.ltortd. to tprrrd nredr
allo to bc oontrollcd. bcoau.gc ite  uarcguletaal ur. b;r thc prlvetc laotor ro11lal lede  er
in thc oagc of thc Eu:roctollar,  to &n 6rccs! oreation of ltqtrtdtty..  ginoc tbc nccil lor
E\ropcan nonctarlr  uaLfloatlon hae b.cn norc rtron6ly fclt  in ortcr to Fgain fbil  UiSi.
beakg :.d E\ro-banks control over do(oestio  Doacta.:rlr oondltloaaq lt  follqt  tbat tbr.  .
proo.r. of orcation of thc comon Drropcan currcnoy  uust bc flnly  ia thc hrnd.r of
Europcl  a nonetarlr authrltlcg.
Thoro authoritlar  roqlal'oonour in ilcflnfug an.r inpb.Dttrrg  " @!g|pry,
nonctetlr polloy ccpcolatly rith  rcgatd to Eoa.Jr eupplye rhiah hd.Trr  rocla lot  lrphr
tbat re'tcs of inorcasc roultt bc cqr:.atcil f,or all  uoobcr oountrtrr._  One nlCht rtr^rt ty
agrccir:gr ln epcclal oirormgta.nocg, on a CwunLty  bard ytthln rhioh rottr  of lnorrr,ro
ln natlonel noncy supply roulcl have to bc kcpt.. In funplcncnting  ruoh a Europeaa Eorratr,rlr
polloy th€ crcatlon of thc Comon European Cur.fanoy EnaL natlonal  monoy olcetlon by thc
ocntral balks of nenbcr oountdcg rould havc to bc ao rcgtlat.al ar to !r.t  th.  ltqtrldltt
6n lils of thc couunlty ar a rhora, es rcrl  as of {tr  lergc coonmlo nrgj.ons,  rithout
adillng to lnflailonarly p!rc!!tr$!to Cloarly lt  ronltt not hel,p thc C.E.C. to oonc into itr
ownr lf  i.t coulil bc oonstlucd ar.ono Ilors enginc of lnflatlon.  Onr of.,thc oonal.itlonE
noocssarT  to prcvent thig is to tlnc  anrt ncaulatc thc proocss.of  orcatlon of the C.E.C.
so that thc latter  nl6ht gror ln lnportanoc oari pasgu with the nerglng of thc nat1ola1
ocntraL banklng  Eystrmr Lnto a Cormunity one.
Ae to thc oontrol of C.E.C. creatlon bf, thc privatc ecotorl rcgulations night bc
of a quantltetivc andr/o:r qualltetivc naturc. fllthout gioilr8 lnto too rouoh ilctail  about
thc aLlffcront inetflrnents to bc appllcctr lt.rhoul.il bc str.ascd that ompulaor? rc!.ry.r
ttould bc rcquhcil against c,E.C. liabllitlcs.  I'hese roul.it b€ hlgher or lorcr  than rcrqF
vr latios  on llabllltleE  Ln.netlonal ourrcnol.crl eg rdght bc necdcd Ln caoh spcolflo
gltuation. Alao thc usc of the Comon Errropcan Currcnoy rnlght bc r.ltrlotGal to apcolflcrt
catcgorica  of (intra-Eulopcan) traneaotlongo_
Thc ratc at wlth iho Co@on Europcen  Crurcnoy vould sprcad (to targcr oatcgorics
of urcre) ntght aleo be rcgulatcct by al.Iorlng {tg usc only f,or alGel! .ro.odtng r  glvan
(Unfuun) eooutr In faotl  thc Comon Europcan  Cu:llenoy night firct  tc  lntroducccl in
thc plivetc gcotor und.en the fom of largcdcnonitretion  C.E.C. ce:difloatcs;  in rhloh
banks and. trcaeun rs of blg Europcalr  ooupaniaE roul,il tlaalr Jurt as rithin  oountrloa
sonc forns of money ere bgal  tenclar only for  paymente up.to a given aaount, so thc
Cmnon Eu:ropcan  Curr'anolr  norjlil bc ueable for t:ransaotlons abovc a tllnlnul a&otnto
Aclnlnigtrotive oontrolsr f,hioh soulal rcgtrlot  thc j.nteroonvcrt!.bL1tty  of thc
Connon Europcan  Currcnoy enat th€ natlonal ounonoLesl shoulrl ingtcad be kcpt at a
nlnlqun -  enal erten that shoulal be gulokly dlscerdcal. Controlsl  cxoha.nge or other,
whlgh diecrininate aooording to thc reaidcnoc of bopqr6r or l€naler, or aooor1llng  to
thc looatlon of the invcetncntr hanpo! thc prooces of intogratlon of the coononle!
clurlng the tranEitlonal pcr"iod, Jwt rhen that ploocea  ought to be progrcssllrg._ And
thcy clo Eo rnuoh nore than slcrtly..ooving  cunFanoy  prC,oca crpcolell.y if  thcsc na,kc poaglbfu
the naintenanoe of rutrcatr"Ioted. oonvertlbillty.-
Unregtrlotcd oonrcrtiblllty  of thc Comrori  Europcan  Curcnoy  shoulal bc aLncil at1
lf  tt  is to play th€ rolc of e cmnon ourFlnoy,  e^rril if  tt  is to intcglatc in tlcpth
natlonal nonay ancl oapltal rna:rkater r.aohing lntu'-naqgi.nal londera anil bor:.ouars.
llhose narketE  have rorked so far &s oonrnuniratlng narkctg rath.r  tban fuUy intcgretetl
on?g.. They arc at pnesent throetsnccl  rith  thc oLosurc of the points of oonmnrnioation as
a result of the cleterlorating usabillty of the dolIar.
It  iB an essent{al feetule of thc proposalc  Ead6 ln thirt report that there eho1ld,
be llttle  use, if  ar1y, fon lntra-E.C. adnlnl.stletlvc oontrolt ln oopin6 with paymcntr
ttiseguillbria.  In factr  as trLth noaetar.y  unlonr olcl-Fty16  balanoc-ef-paynenta  problens
will  bc rup€r.oalcit by roglonal dgvolopnent  probl.ns as oodctermincil by rcglonal rtisefld-
llbria  in the avallability  of finanoial  rcsou.rocs;.aucl the cin should be a! allooe.tion of
those r.gouloes, both sbort srd. long tem,  oonsistent rlth  th6 ind.loationg  of e &nglg
polloy, of balenocd g"cirt+.  lfh.ot ain aannot bc aohlovsil ln narketc rhloh arc rnovlng
torards lntcgration,  by lrcanE of nattonal ad.ministratlvc  oontroX.g rhloh itlgcrtninatc as
27betwccn E.C. rcriclcnts. A Comunity nonctarT anil financtal  ryrtru 1r aoitrd, rhloh
ought to bc.ablc to oorrcot thc poariblc inoonsistcnoicr ln rcrpcot of an troptimltl
pollcy of 8lotrth for thc Comunity as e whole, that ntght ed.!.  LD lha allooetlon of
f,urdo, rlthln  a oontcrt of fuIl  frcctlorn of olroulatlon through thc nstloaat rlarkcta;-
the propoccd  Comon E\Eopcan Cuncnoy night b. built  ag ea rucntial  part of that
s:rEten. As suoh, lte  uref\lnecs nould oontlnuc algo once conditlonc  rcro ripc for alGfi-
nitcly.loaking  together intra-European erohangc  retcs and thur ncr1glng nrtlohaL outL
Fcnolca.
III.  Eoononio  ancl sooial pollolcg for r,retatT  ulifloetion  and c'oononlo  lntalratlon
In oonsiclcring  thc coonmic aspecte of ccononio anrl noaetalXr unlon, tro approeohcr arc
possible'  fhe firEt  1g a narrow lnterpretatlon of thc parallclisn dirourccal at thc bcglnnlog
of this lcportr eo th.at only thorc non-nonctary  pollcicr  arc propoacd rhloh Eurt aoooaper\y
noncteqr  unLfioatlon.  But *hc potcntial galn, in glorrth  enal stabl1lty of ncnbcr-rtatc  rcal
latlonal products,  anal ln thc ilcvcloprncnt of coruunity itlcntlty  atrd. rolial.ajdty,  fron fgrthcr
orotd.ln&tld coonornio  and soolal polioicB, le vcrl grcat lrd.ccd., Ihur, ovlr ard. abws thc ol-
ninal late of cconotalc lntcgratlon as nonctarSr r:nifioetlon progr.!..!,  valt  loopc la off.r.al
by nany firrthcr coonmlo and sooial poLlcic!.
lhe n:lnlnal rate of advanoc oonsists  li  the devcloprncut of thorc oomon policlcs rhioh
arc lncseapable  if  lntrar0munlty  crohange  r.ates aro nwlng: tqerrfu 6in6  lookcd. Sonc po-
Ilclce  arr o!.carIy in thls  oatcgor.5r as wc havc s.cn, c:g,|, E.Bns of it.elllgi rith  rraulta^nt
sho!'t-:irn  antd atruotural inbalanoc in rogiona.encl indurtries. Othcr pollol.!,  thouAh  hlghly
ilegileblc ln than8cl-vcs erc not, r.g.  cnvlronmcntal polio!.cr r Thc linc  3  aot alragr cagy to
clrar. It  ghoultl ocrtainly bc drarn.on thc libcrel  riilc,  bcoeucc  ad.vanroc ln coononio unlon brr
ite  orrn signlfioanoei  anii paral.lcllgn nust not b. scen only sB an lrrfllLlag  of orcvtoca
rrought by nonctarT unloni lt  has a grcat poBitlv€ r$1. to playl probebly norc then 6cvclop3ntr
ln th€ lronctery ficld.
A. Stabllleatlon policy
1. Thrcc levcLa of Stebiltaation pollcy
Thc:p arc varLous 1cvc18 at rhioh thc attenpt to aohicvc e rtr.dJ  !at.  of trorth  of
G'N'Po with price stabillty  antl fulL cnployment  urd.cr a balanoc of, paJ.n nt oorrtlalnt  her to
be nade: the comnnitJr  oyolc ae a rhole, nerobers-stato ilivergcnoics fr6  that oyole1 and. rctl6-
nal  tllvcrgcnoies  froo ncubcrr-etate  normc.
lhe DanLfestetion of thc probl,en varlcs in ceoh oaee, gonctluce ldtai  irn ratcr,  rooc-
tlnas r.urcnpl'oynent  ratcsl sonetlmcg outcletctl lnfiragtnrotrtc  or d.ofiolont publio rcrriocr.  [the
oeurc of thc problcn varicg s{nirarly,  fron short-tcrm ttcnand. rrcfloionoy  to Long-'.n crcoliac
of indu6tllar  tluc to ecoular f,ellr  ln rorlcl dcuand or lncffioLcuoy ar.Lrlu6 firon oort inoratra!
outstrtpping produotivlty Lnprorcncnte.
28ft  ls  cugtoorary  aooordin6'ly  to divldc conjunotural  fron stnrotural pol.loy. This 1s
legttinatcl  and ie laqgcLy  followed ln this part of thc repolt, inEofar as thc analyeis of
tho ploblen l.g conoer:ncil.  But it  nay not bc val.ial fron the po{nt of vlew of ths instnlnentg
of po).icy. rf  cilfferent instrurente can be aesigned to conjunctural and structural  policy,
the distinotion can be rnaintainect, but it  becones confusing if  instrunents,  e.g. fiscal  po-
Iicyr  neetl to be consiclered. in a consolidated way in ilbaling with both types of.problem,
oonJuncturaL ancl Etructural. Since there is  need, especlally  from th€ fiBcal point of vier,
fon a oonprehensive approach, thls is rhy the three levels of etabllisation policy are dealt
rr{th in thie sectionr  eve4 thou€'h regional policy ls  exanl.ned further in the nert section.
?he chan8'ing balanoe of inporlanc€  of the three levels of conjunctural policy is  a
mstter of ilebate. Fhe question rhether the Conrnunity oycle is  becorntng  nore flrnly  establishcill
and nenben-gtate  divergenoieg Less algnificant, hae already  been d.igcuEeetl.  Hor€ver far thig
'has d.evelopeil at present, no doubt  EMU wlll  accentuate  this  tranemission of infration  and
ilgprcesion bctneen nenbepgtates. On the other hanal, regional cltvergencies (from Conrnunity o1
rnember*state  norrns) may be accentuated  by DrtU, ae it  te tteveloplng towl dB hag bcen nentionett
earlicr in the report.
0f coureer this ilevelopnent of the conjunotunal problcn upward and dornrards aray frour
the level of the member*statq  econony, conceals a difference  in type of the problernl the
Connunity cyc15.ca1  problen ls  ehort-terrn and i.e dominated by prices, the reg!.onal imbalance
is  longer-tcfrn  and dominated  by ernployment, and thc tlLstinctton  between conjqnctural and
Etruotural  is valid.  There ie also a aliffcrence aE to instnlnente appropriate  and available.
li{anetarT instrslnentsr including parlty changes (vis-3-vis outsiatc  countries),  rnoney supply
and interest rate polley, remain a,vaila.ble to the Conunr:nity as ElrII progreseee.  Ther€ are
right  instnznents  for the. right  probrem -  infLuencin6l  the conununity cycle.
Thusr nonetaty unifioation  doer provid.e the instnxnents  to the Comrnunity which are neces-
sar'5r to {eal with the development  it  brings about: the consolid.ation of a comrnon eycle  arnong
nenber-states.  Thei:r use has ah.ea,lJr been coveted adequately  in the prececU-ng monetary discus-
ei on.
2. 4iseel Instrl:nents f,al TrltJa:Corqnunilv Slabitisation  potioy
lilhat ha,s not been cliscuesed so much are the major oroblems of rnenber-state  statrilisatiOpl
antl dealing sith  the nossibl}' aeeentuatetl Froblem of regional rtlsparltles. Though linitcd
ovaiLablllty  of rnonetary  ingtnrments  wil_l rernain during the transitional geriod, the emphasls
rmst shift  to brrclg:etarxr inetnrnents to deal with thesq ..spects of sta.bilisaJion  po1iex,, en.l
thig is lrhy these two aspects of r:olicy need to be loor:ed at together.
Short and mealiun-teFn  chan,qes on the expenditu::e  side (of Comnunlty or menbet*state)
bufuets are of limlted sirn.nificrnee,  as alwal's, ln viery of formal cornnitments to progranores.
In the case of the Corilnunity  bud.€rgt, sone flexibility  nay be available  if  a forrn of
Conununlty  employment benefit echerne is  founded,  tut  most other elements of the bud.get,  wiJ.l
not be easily adjustable for etabilisation purposes.  Mernber-state  buctgets at€ going to be
dlfflcult  to control. There ls,  at present, regorting  of budget rieficit  positions by rnenebrt
stateg three times a Je&rr sone supewleion of these and of their financing mrst be alLor"reci
29to develop. But the weilrht is  on the flscal  side, and unfortuna'be1y this  rlrns oounter to 6otre
plans for the harmonisatlon (meaning aligament of st?ucturs ancl rates) of ter€sr atts]real on
the g?ounds of removing:  dlstortione to trade and faotor movemeniis.  In particularr thc very
tax most Bulject to alignrnont  pressures, the V.A.T. is ln the very oategory of general. sales
taxes conrnonly  used for short-rrrn  stabilisation purposes.
Earnest consideration  ha.s to be given to this problem.  Sven if  the renoval of tax
distortion to trade ancl production by r:niformisation of taxatiorr incroases totaL rcal incomet
the gaLn is  nruch reduced if  this florsens the dlstrlbutlon of weeulth  arould. thg Connunityr and
neutraLlees the tools to oorreot the inbalance.
'  In the nediun te::rn, therefore, the Cornnunlty would obtain comparatively strong monctarlr
instruments,  as part of monetary unlfication, whilst lts  direct budgetary  Lnstnrments ril1
remain smalli for the membeestates,  cond-ucting (with a degree of Conmunity supenrlsion)  na-
tionaL and regional stabilisatlon policy, monetary instrumente  niLL be weakl but as compensa'
tion,  fiscal  fLexiblLlty, including V.A.T. rates, should be allcwed to devel-op. As the ertrene
and economicalLy  rnore relevant version of this  proposa)" one coul.d envisage the instLtutlon  of
regLonal differentials  (where the divergence  from Corrnunity  norms of incone and ornploJment
may be greatest)  in v.n.t,. or other ta-xes.
J. Prioes and Incomes Policy for  intra-Comrmrnity Stabilisation  Policy
I,lithin several member-states, use of the la$ and consultation to contlol prices  anal
noney incomes has become as imrortant as fiscal- policy.
Co-ordination of natlonal  incornes policies in a Conrnunlty pfog?al[ne  is  a necliun-te:m
atm (x), but poses problems  whloh h.ave ha.*tly  begun to be tackle,i. At the very least the
introduction  of a perrnanent and efflcient  dialogue between +ne public authorities  and the
social pa:rtners  (unions and fl,::lte) at the European leveI is  necessarXr. fn otder to be corn-
prehensive  enough it  shoukl ineorporate the global and stnrctura.l  poJ.icy of public authorities
and boil  dor'rn to coherent decisions  on the development  of avera€e wage and price increases.
fhe baslc issue lies  betr+een the economic requirement of al:lfferent real incorne leve1s
(in a glven sector) in different parts of the Corrununity *o acconl with ctifferences  ln produc-
tivity  )"eve).s'  anC the social objectlve of greater equa!.isation of standards  of living  in all
regions. Joirt  incomes policies agreed with, possibly Eu.ropeanisecl, trade ulions, are like1y
to tend to':ard.s the soeial objectlve, and hence hrorsen the diseqriJ.ibria  betreen regions of
unequa.l productivity.  The socia,l objective may naturally take precedence, and the economic
recpir.enent  be :net rather by ta;r ancl soeial secwity adjustrnents for the weaker regions.
(+) Cf. the cha,pter rrlncones  polic;:" in the Second !.4edlrxr lerm Eoonornie Policy Progranrne
and the paragraphs IO2 and L33 conoernir:g the 'rnial.ogue  with the Socj,a1 partnersl of the
irrl l{e4Lun fa:r  geolonic Poliey Progrranrnel  adopte4 by the 4ornoll recpeetlvely  7n L959
and 1!11 (Official  Journel L L29 of IOI\:aJ'1969 and.L lj  of L March l!JI).
3oSfu brlof ill,rourllon opbrlrcr  thc acoil for aLmrltancorr uril ooordhrt.d  eotton to
aohtwr brlenocil Srorthr rltb nlntulrd laftrtlon and rrlrtlvcly frall uplolnrat,  1n r11
pertr of tbc Couunlty - lotloD h  tho ftcldr of ta:retlon, publ,lo crpoaillture,  roolal roorr
rlty and pllocr antl lnooocr pollolu.
B. Rcelotal end hplorment polloy
Tho colrrlon  bar noont\r Lrluctl e rcport eld hq rublttrcl rcvctr&l proporalr to thc
Conoll ln tho flclil  of r.g{.orrl polloy (*) fbo Coouattyrg cffort ltsclf ll  to bo i.nplooontrd,
thlqtr8h a Rcg{.oral Drclolnent nrne (**) rbll,rt e Brgtoul Dcvrlopocnt Coolttcr rill  nelc
!u!r.yr of anil bcgla to bel'ooairc lcnbcr Stetor rctloel  pollolcr. All,ltanor frcn thc n!d.
r11l bc ilcoLclcd. on e oes>ly'.oero berlg for ra,rgcr lobuor (*+r). urd la thr rggrcgatc for
mrl'lcr o!cr. lllhc Conlraioa ber propoecil lnoludlag . .u[ of 500 nn U.l. ln tho Cmrlrtty
budgrt for 1974. sunr ln thc a,rcr of flO nn u.l.  f,or 19?5 and rr000 ua orao for 19?6 rru  br
rcgnbcilo Ar tr.gud.8 thc nodr of dlooetion thlr r11l ibpcod ou tbc orpen:{oa ol prod,gotloa
rathcr tban uge rclfarc lulrucntr.
1. ltrcnlne aarl Dcflnltlon of lhc Rxlolel  Probtco
llbc lcglorsl protlcn ltrclf, lr  anbt€uou eld f,Lulat. Ind,ccill son .ooloulstr  roulil r:,at
clthcr to sba,nd.on thc oouocptl mbsunlng  tbc problcna rrad,or lebour oarkct anrt lnstrhl  pollqyf
othcr rould. n-oast it  ar looatton polloyl r!.th thc lnooc d.latrlbutloa oontoat rmovc4 to
otbcr pollolcr.
Slnoc orlt.rla for the illetrlbutlon of rcg!.ora1  fuaitr dcpcnd. on thc clctcr.niaatlon of a
rcglon I'n nccd of eiill or.licrta llkrlgc  a,:lc aUtnsult to pin d.ora. lltbc aotual gituation
tblob polloy r'ar to trflueaor ts alrcady fari-obalgnlg1  enrt lt  llke\r to bc lnorcsalngly lo.
AaalytloeflVl thc nogloral ptroblon ir  oeurd. by the itlrperity ln trcniLr of faotor ald pnodno-
ttvlty latorr ro that ilh{ghrf pelit leboul  oa,n no longcr bc coploycit  b5r arcar or lndurtrlct
vfth hgglDs prduotlvlty levele. tlhc problcn polcil W EIII lg that lt  1r ll]cly  to lcad to a
?astcr oomrctli.no. of faotor prl,oc lovclr (on tbo oapltal  efulcl by oapltal lerbt  latcg15,tlo4t
on tbc bbonrr alilcr \r  Couuatty ragc-bsgalulry  snal rrrgc-.cuulotlon)  tr'-. lt  lc of Dloduotl-
vlty trontl.r. It ls u,locrtaln rbcthsr or not proiluottvfty lcvcls rilI  oonnlrgcs  gcographloal
polarl.aatlon  thcorlae arc oppoacil by syatenr lurcaing ilcpcnilenoc oa prorLulty to oarkotr,
nr  produots lcsacning  iltponilcnoc  on ratural rctorloctl cto.
&rt thla ls etill  to gct thc nrcglonal probl.D' tn tradttional tcrns. Ifc ul6ht bo on
tho thrcrholil of a nerr ooaocpt of tbe nrcg{.onal problon (furacca envlsagrtl ln thc Conrdrcloars
latcrt lcporrt) obaraotcrttcat bJr oongratloa a'dtafrerrtrrroturc  nulr.d.ora and iLcoay.  And, thlg
(*)  Rcfcncaoc  to cfl(?3) 55o ftnrl,  3 xay ?l - co[(?3) u?o flDs1, 25 JuIy 19?3 - cor(?3) 1111 firal,  25 July T3 - cfl(73) r2t8 flna,t, 25 Juty T3 - cq(?3) t?51,
l0 Ootobcr 73.
(*)  An &rployuant nrnat l.  al.o bchg crtabltrbcd. ud. rtll  havc r oonricotloa rlth rcglontr
Douoy.
(*r*) Itdultrlel a,nil rcrvloc lnvcrtncnts  of an rnornt of 10 nn UoA. otr norc, a,ail inf:rartnro-
turc lnncctncats of an aaorat of 20 nn U.A. o! !o!tr.
31prqr!r!!  ntght 81so bc aooclcratoal  by the lniturtrrel  ald roolal ohpg.t of ru.
hrrtbc:nors  lt  shodat bc rcoognlzcd that thc problm of rcgloul  and rtr.qotural lnbaa
Ia'Irocs bar lts  psrtioule! polltloel  and roclal lnpaot. lhc ncabcr statcs of tha Ebopcan
Comuaity have e quoh aorc Lntcnslvc ratio'oI  llfc  thaa thc nborr  of tho crd.diag fcilclal
statcsr e.g. the Unttert Statce or Australia havc. llhey a.tc oountr.tor rhiob forl  tbcir  retic.
nal icl'entity strong\r and arc leeg eble to tolcrate doononlo dirpar.itlca bctrccn onc a,nothcr
than thcy arc rlthin  the oetloa statee.
lbusr 1t 1s 6olag to be eroceitinely d.tffloult  to ilcflac thc rgtonrl  ploblo  il  firtur
Jr€atr8.  Atrct thls prcscnts a:oother  igsuc: aa thc rcg:lonal problen bao6a  Eo1l.a batalodo!,  arob
ncnber-otate (or rcglon) oa:r na}c a olain for itrclf.
In thoBe oiroulsta^aocgl  a liat  of Couualty  orltcrla  ls golng to bc tLlffloult  to d.rfiaor
Pmbably, thcy shoulcl  be verT fer  and. ver.trr si.upla, plrhapa put ln]'y ln tcnr  of, futoila a,!d.
uncnployucat  levels (*).  Oroe mrltlple criteria  are lct  in,  thc sltuatloa  oould. bcoonc
uloa^uageable.  The gltuetion to bc avoicted ls thc poselbttlty of stetct ud. rcg{.oa.e etlc to
pFopor.  gobeneg  a,utl crltc  l.a rhloh net out to thrlr  orr b.n fltf  Couualty  t.ogl.onrr rril
cnployncnt  porioy roulit tbon terd to bscoac iarffootlvc 
",ld. 
oonfurl.lg.
2. omunltfr Rc8lopal  Polloy arad ltonbctsstate  R.Storel polioy
ft  has becn stetcdl ia ooaneotl.on rltb  thc Cmlssloars  report end Ltr rubrcgucnt prr
posals tbat the Rcglonal  Fund vill  eupp).oent rathcr th-a partly lcpLaoc ucobcr-rtatc
reglonal spend.ing.
Thls sccna en u:adoalrabl.e  situation, to bc avolitecl 1? et all  poulbl.  ThG 1.saro3r  a1.c
tro-fold.  Eirtt\rr  rhllst  the Reglonal  co@ittc. Ls to orotdlnrte  ucnbcr-rtttc  rcgloarl alcl,,
lt  Yill  bave ruoh norc tllf?lsulty  in app\riDa ualforl  orlteria,  tr'a- La tbc oerc of aur.ot
cmualty  aful. Seoondlyl  lt  ls allfficult  to roc hor cobstantlel  flaaaoo o|!  b.o6.  evelbblc
for the R.$loDaI  nud rlthotrt a traagfer of  lc.ouloc! lron nabcr.-.ltatc  bud6rts. llhls ilou
lnoludc ugc of loam flna.uoe through thc Europcaa  InvcctDsat Eaak ol othcr nranr. If  poarlblo
thla gbqrlil not c:oluile thc poasiblllty to edd to thc aaonntr .rnrl.etlal b5r supplocntartrr
E€esuDeg.  Thl.s vil.l  be taleo up agaLn in disouasllg the counnlty  budgct.
3. Uod.e of Comunlty Reciopal  polloy
Earllerr lt  raa euggestett that aha:a, alupfu or.l.tcrla Ehould aLt.lrlb.  a ryion
quall4Ers for aitl. Thie appca:ne to be in sone oonfllot rlth  tbo forocful iilca tbet ceoh
rcgdon ln ncctt niIl  bave a parttoula,r lrtentlty a^nd. tpcolal p!obl@r, co tbat aD arloz+Daat
of ai.d. !€thoals nlght bavc ne-lmn cffootiveuegg. Eorcvorl thcre necd. Dot b. ooD.f,liott tb.rc
ia a tro+tage  prooegs. A qu.e,Uf:rbg rqtlon ls  rLetcr.rlncil  oa inomc rnd 66pt6g661t grouad.!.
(*)  me CofssloD  has proposcd. u!i!g  th€ ilcttoit  tn tbc ntgration of labEul foro. a! a! adiuttolal ortteria.  Cf. COt(?3) U51, IO Ootobcr l9?3.
t2l{hen qtlallfled',  its  rrprogra'me  supportrt is  ileoiileal ln the field. acoorrlirg to its  spccial  need.rl
antl oonsistg of a speoial set of B?ants-loens  to na/eristtng  inilustrLee, retrainirg  gnnta/
inoooe oupport for all"/ealaoted.  rorikpcople,  and. ffuanroe for partlcula,!  pubtlc goods  and.
Ecllrloos.
So farl  the Eod'e of oparation of the Comunlty Regc.onal  l\nd. has pro-EuppoBed.  ltg
inpaot to be on the e:pentlttu^ne  eicle, wlth flnanoe !a16ctt by sone rurspeciflecl  neans. But,
of courser those neans thcnselves oam be en insttrncnt of regi.onal polioy. I'he sfunpl.eat
nethod noultl be a tax rith  neg{onal  itiffc:rentialE,  auch as tho v.A.T., o! r€glonal.Iy itiffe-
r'entlate(l pa5nroll tax, or ooraoratlon  tar.  AII sortg of problong are 1.aieeif by such a
su€gestlon. In the oage of the V.A.T., lt  reguirss orlgin prinaiple ta:atlon a^nil re-introtluoca
fieoaL f:rontiers, thie time bettreen regLons.  To rree the oorporatlon  tax Lrwolves great dlffl*
oul'tl'cs  orrer detennination  of rhere corporatc proflts arisel and of controL.  Neverthelessl
' the nethotl of reglonally-differentlated  ta.ratlon, he!.ps d.ea1 with the regional problcro rhilat
alao provliling  flna,noe for ad.cll,tlonal aotlon on the erpencliture sicte.
C. Sooial Pollov (*)
1. The Sooia1  Fr:nd  Approaoh
Ihe orl6!.na1  oonoeptlon of tbe Soclal lhad nae to deal rrith unenploJmcat  reeultiag froo
the the Faoqgani'ation of the oustons unlon. The ploblm ras oonceivecr ag a niuor on€ -  Eost
lcallocation rould tale plaoc bJr autonomoug  oharges bf rorkers of looatlon or job. Consequcally,
the gise e^nd soope of the Sooial lbnd has alraJrr  becn very cua11.
It  nust beoone  roore Lnportant ln the firtr:re. On thc one ha,nit, tbe Cmrrnlty nust be
expeotecl to play a role la unenployment  benoflt Echeneg that tt  itict not play before, ancl on
the othe:rr the uncnplotrirnent  problen nlght beoooc oore ertenslve.  []re probLen of unenployaent
and. reclenployoent  rreg alreadJr a naJo:r oonosrn  shen the oustong union raa launcheau  rith  the
Edvent of lMUr the labour  oonaegueaoee  of the regultant lndustrial re-oryanisation night rell
attain e ner soale.
In deallng with thlg problen alonc qucstions  arC.ee as to tbe regulrccl glg  of an enlargq4
Social F\nd. and its  nod.e of r[ter It  ls  estinateiL that tbe cu:rent  annuaL rate of redund.arcy
in the Nlne is  311101000. If  the outlays per heacl of rcilun;la.t work€r of the ECSN of 2oOOO UrAo
were applieil ln the Comunl.tyl the lraplled size of the Siola1 F\trd, nould. be inopossib!.y larige.
It  oan be re<lucecl by aitllng ody eome of those nade redund.a.ntl and by restrloting the range
of ass{staroe gi'ven. It  Ie generally e€?eeat thet thc Comrurity shoulal conoentrate on support
for retralnlngr  so as to give lte  programe a poaltlve 1ook. E\ren eos a Soolal. t\rnal, envisatsal
but yst to be aohievettr of ll8  on U.A. for 1973 $974s 471 nn U.a.)'  looks verJr snalL againat
ECSC  Etanalatds. Oreater enlargeoeat  tban tblg appeals a nlninurq acconpa.nlnent  of E.M,U.'
unlcss the hurien of Labour  adjurt&€nt ia going to be talen on reglonal antt lnilust:rial polioicr.
(*)  Noto that trgoctal ualonrr ras inolud.erl a,s an eleuent in the second, stage of econonlc anrcl
nonctartrr unl'on in the Pa'Le Sr:mit oonnuniqr6 -  Refcrcnoe to fiCuialellnes  for a Socia1
Actlon  Progra^une ,' CO{(?3) 52Or April  l9?3 
-also.
3ll{hothor the SooiaL  Fund le expand.eil to glvc the Cmunllly e firl1c  rolc ful crployDant
polloy; or beoause the orplo;mcnt oonscquenocs of El[U arc 1lkely to roqutF lt;  olcarly thcn
is no Justt?loatlon for ltg  fllanoe by a systan of i$.Jg@t  thosc art e! rlth  thc htghort
iaoltlcaoe of oonaoquautial  lcstnroftrring necil to rroclvc nost, pay lcartl  tbc nain oontrlbutsra
belrg thore rilFaE on the fortu:rate eud of the tooeflte of ElfU,
2. All*anaent of Soci,al Seourltf Sygtens
Anotbcr grcat aspcot of sooial polioy Lles la the possLblc alignrat  of thc roolel
aoourltlr syatcos of tho nerbc*-statcg. This cloee not neocsrartr\r  bave clilcot ooD!.qurao.a
for the Comunity budget, hrt  b&s najor lrFlioatlong  for ncnbcrsateta bud6rtr.
t{hotber  alig:rncnt is dcslrable or not oan bc itoalt rith  frcrn a^a oooaolo ol rooial
viorpolat. Eron the eoonolo slalor lt  la ncoersa^rtrr  to look et rooiel r.surlty  oontrlbutloar
'ly uployerg "'il  by enploycee ccpa.ratcly. lhe payncnt b;r olpl.oyc:* le ractLocr erlural to b.
a qoar1...va6r.  The guestion erlscrr ilo aliff6r6noos ln net paJnents bJr @ploJrlrr antl nEt
leo6Lptr  by enployees 1n uqlbc:r-etetcs  later{c:!.e rlth  tbe nobJ.llty a.ud looatloa of oapltal
and. eute:qrrlae on the one ha.ntl, a,ntt labor:r on tho otber? T116 4n8r.r fu probeb!,y  rryee" for
oapltalr but le nuoh nore clubious for 1ab@r aa suoh a oooplor of soolo{oouorol,o  feotona
effeotg labour novenent.  The establlghncnt  of a Cmon l[a^:ket rith  urfuped.at faotor fiLorg
thereforo denancls long-nrn allgmcnt  of enployc::d paytrente  to cooLel .esurlty.  And. glaoc thc,,
gllcc of soola,l sccurlty that 1g f,inanc€al thrcuah the budgct  crf thc nnlcrr.rtatc  le variabh
a^ad uoilllleg tha a,nount clireot\y  pattf by fi::rlsr lt  tg alltflou1t to scc hff  illfferoaccr  1n tbt
iiivlsion of sooial Beourity  f,lna,nce betveen state a.rrd the privatc  gcotqr  oan roala,  croept
in a gense to be nentioned  Leter. l{hllst  ecoaolulo alg:uncats suppor! thc elig@ant  of nobcll.
stete budgetary pertloipatlon ln soolal security, ald. of cnployerg oontr.ltnrtloar, Lt fu rathu
Eocial foroes whioh rlLl,  ia the lorg rua, rleua:rd all4anen; of boncfltg (ard hcaoc of tbc
filal  rcelitual iteoe ln the goolel scourity  aooounts of rrFlo5roc ooltr.Lbntloaa). Ar aooial
eid sultulal integratlon prooe6tlsr there v1ll  bc laoreasln6  euulatLoa .ffoot.t  pcople rltb
an lnfcrlor  goolal ge:rrice rllL  vler thc bsst etanda,rd of prorlaLoa ia thc Cmrralty rlth
crvJr.'Eaoh stater as norr dll  be a shlnLng erarnple ln  one aspcot -  unoployuont bc!.fltr,
fanlIy alloraaoes, pcnsions eto. -  aad folo a goal fol  othcrgo llhla ilevrll1n3.rrpx proooa!
is pa,rt of soolal innoretlou to be d.lgcuagbil laterst lt  unst be good rnd dclltrbl.,  only tbr
cogt 1a d.arurtlng.
[!he guns lnvolvod are staggering.  For erarplc, tUe totaf  oogt of unaplotrruent  payloatr
tbroughout  thc Comunlty if  prorlclecl at a unifora gta^ndasd. rouJ'al vartrr fro  !60 ua U.A. et tlrc
lmest (Italla.)  et"'4"d,  thlough  21880 nn U.A. at ar tatEmeillate  lgvcl (U.f;)  to 9r48O u
U.A. at tho beet levc). (Oerua::y). Sfn:.far resulta a.ls obtalacd fron rrlevell!.lg*upr  other
soolal scnrLoce.
0f oorrser aligr:nent  antl tho establisboent  of Cmurolty Etaratercts of prorlslon DaJr or
nay not fuzvoLve d.irect adninistration  by the Cmunlty -  nonbcn-statct  ooulil be lcft  to
fiu,noc arecl ad-'lnistcr the unLfondseal  gchemes. Fhe key cllffarenoa  is tbgt oporatlon by tbc
Couunlty roultt tenil to imrolve a !€dLEtributlve  eLeroeat (""".'t*  tbat tho Couual.ty budgct
reFe Dot tLellberately  flna.nocd to cngure .lustc retour)r rtth  thore rith  ouncat\r pooFGr
ct$rtlatd.s  of provlsioa beh6 the ga,lners.
1/rt  ranains clrrputabre,  of oour€c, rhcthc:: dl  pert" of the social security systen
rhaul'l bc subJcct to thc altgrrscnt proocae, evgn in the very long nur, rhen sone espects
*rt  v64r oulturally ltlentifiect rith  parttculer  rnenben-gtatcg  -  shoulcl not ncnbersetateE
alragn  be able to provid'e norc hcalth, nore cduoationl lf  willing  to serf-fj.nance  it?
It  lg tnre that thie fs ln cqnflict rith  sooial intcgration in the connunity,  but it  has
oftcn bgen agrerteil that the ultfuaate slze of a nationts ,rrerfare', bud€et  (financed. by no1-
harnoplsed taxee) rould remain d.lscretienaryr
llhllst  Eone parts of what is  norroalLy  regar\ied. as socia,l securl.ty has f.ittte  relevenoe
to EtIUt ar is8uo whioh iE not nuoh d.iscussed.  ln European sociaL policy, na.nery houslng polloy,
is highly relevant both to efficiency  (of the Labour  narket)  erui €qulty. Attentlon  ehoulil bs
given to the harnoniEatlon of eone aepects of neuben-state  houaing polioyr
'3'  Sqoiel Innovation
Thle 1g the ridest,  and ln nar:Jr ways, the noet fasolnating.vlew,  of rhat Conuunity
sooial polioy ehoulil aio to do. rt  includ.es rhat night strictly  be t6:rl0ed. ,rsoclal', and.
rhet ig rather renvlronnentalr:
Sooi*  I'in'+rorktr  poliolcsn e.g. pr:ovlctlng training anal oreatlng jobs for
::ffi:l il,i::T::#x il":-*:L::"il1"T"::"#liltlil.,"
Ln the facto:lr; foetering effeqtlve r.orker particlpatio4; eto.
4nvlronrnental* 'toutgicle-of,.nork'r  policles, e.gr aduJ.t ad,uoationf leisure and cultural
facilltiesi  comunity oentresS urban anil rrral  protectiont etc.
A strong oaEe €rLstg for  guoh an interpretation of the goalg of Connunity aociaL polioy.
It  asgool,ater  the Co@unity rlth  the begt of Bod.errr aleEocratic  thinking,  and has its  iupact
e4ong thgBc rhere the comunity at prcsent inspires ad.verse or zero feeling. rt  oould disar-
lqolate the Comunity fron nolcP poLlcies,  guch a6 sone fer:ns of, rsgional policyr rhiob havo
not bo€h ooaapiouously Euooessf\rl when plaotl.oeil by nenber*.gtates.
Unfortunatelyr as the eppeal of these po!.icies nagnify, eo doee the oost. It  ie iflffloult
to gco hor these oould bo flnancsd ttlrcctly  by the coneunity, thor.rgh perhaps the coDounlty
could urge lnplemcntation  of aone of thero by oenber states, though the spGctflc comunity
lrqitiat{ves uight not then be go clcer to the peopre. rf  the connunity were to l6pLe4ent  EgDa
of thoor lt  woulci probably have to bc at the erpenEe of nore orthod.o:  spendlng policies. It
teal"Iy ls a anrclal. gucstion whether the Conounity ts going to ttupLicate nenb€r-stste  policirrg
or etriks new grounti ln the gocio-eoonomic field.
l  lhere arc obvioug connoctiong wlth reglonal policyp but these policles are nlthin  the roopq of the gooj.al pollcy clocuroent of the Qomlesioa referred to.D. bdurtr.i,ol Policy
1. lllnlnal  Cororurlty Prornuc
lbcfi  de a rcll-ruoogaizcd  Liat of pollcy hca.d.s conprl.rlng Couudty &lg  ln tndlrtrld
polloy" thclc arc (1) rcrovin6 tocbnioel barrlcrr to tr"ad.c (1t)  opcn tcndcrlng fol  publto
contraote anil the tlcvalopncnt of Coruunity proourrn rit proo.trcs by Conuaity publio bod.lor
in orrtalu leotora (tlt)  rrlttng  of a Suropcan  ooEpaDJr ood.e and h$lronlratlotr of nation.l
corpaqr 1ar (1v) pronotlon of tlcry.r!  and othor Conunltlr arslttanoc  to !t81l  urd. rd.tlD-
elzoc[ flrrns and' projcotg (v) rpcoial aid. to scotors on eccount of tho nced for rccorrtnrotj,oa,
h{gh R & D oolts, n€cal for veab oepital Lwcstnent,  cto. (vi)  dcvelopurnt  of, Cmunity entl-
trust polioy and lte  co-oriiretlon  vith  nenben- ata*e aonopoly polioler,
Fboa this rethcr lmcare eud cortl-y progranG the problcu ie to trlcot  thorc poltoil
rhioh anc thc nost eesential aooonpanfuncnts  of EXU, or rblch arc feirly  rary in tcnr  of oort.
llork ou rcnovJ'ng tcohnise,l barriere to tradc, rbloh lncludrt hrnonJ,airg strn;rard1,
patcnte, relghts anrd ncarurcal otoo i.nvolvcs littlc  flna"rralal oortl .,il  orrlalnly  rhould. br
at an advanood etage of trxde 1! bGirg carrlril  on in tcrmg of a single Ehropcan  ourpuoJr.
Opcn publio procurcncntl  lwolvlng good.e, acrvl,ocr and. flna.nocl fall  pertly und,6
narket lntegration, rhlch ocononic union encoopasscen Ita acl'ricvcmnt ir  nelnly B tettar
of overconful8  national protection, and. ghould. g.t  a.h6ad ln thc Jos though tbc ccteblirhDat
of Codrualty public corporation  geene farthcr off.
2. Lonfetlrun ProJcrs.@cs
fbe nert thlce elenents of intlustrial policy all  lnvolrre aotua,l ind.urtrl.al rc-ctructurbg,
usually into a larger, ti.ansnatlonaL  soal.c"
It  fu alifficuLt to tllstirguiah  that rhioh ie e, !.ro.rsarJr gg66olu.n{aont  to E.lt.U.' rtuoc;
oore tha^n ln the oaee of the rcnoval of tariffs  (vhioh 6avc a lead ou thorr lr4urtrtca to br
nost affeotetl), it  ie very hatd. to foraco rhioh indnrtrlcr rj.l1 bc logt affcotoil by thc
proSrees of U.M.U.
In 8eneraIl it  w111 be thoee uith a atrong gcographioal. blat in o.rte1n parts of thc
Comunlty,  but assistanoe to theee ie a roatter of r€tiopal policy.
It  d.oes seen that, at lcast in the eeconit etagel i.ndustrlal poltoy slLl  hevc to b. ootrfl-
necl to thc non-budgeta4r Eosaunss  digcugged above, plua thet part of r6gio1.1 policy yhioh bs,
the eln of, noderrrisation of, ind.ustrJr"
For a long tiDe, ther. rosJr t,c a prasaure for  indr.r.strial polioyl in lta  hrd8cterlr erpcot,
to be ono of aaslsting la,ne4'uoicrr rathcr thgn havlng the nore positlvs role of flnenolng
laqEe eeni-public projecte of Europea.D  lnterestl  e prlasura to bc strongly rcrletcd,. Of ooultc,
ln thc nainr traaB-co@unity  projeote  v111 ctcvclop aqn ay aa prJ,vatc vcnturcc,  onrt sonc ulght
erguc that vast publio funde shoulal never bc so uscal. Hbcn tbey era, ruoh a projrot niAht htva
spoolel proviaion, rather than d.cpcncl  on inclusl,oa in thc comunity brdgct.
36E. fac Coounlty Brdrat
1. Couultatlvc  and Rcrnrlatory  Poliotcg vcrrur Budecta,rr pollcleg
A nunlcr of thc pollolor illaorrr:cd 4o not Ltrvolvc hrdgctera flnamce, but conaultatlvo
prooaalulqlr and thc ortabltehncnt o? Cquunlty lar anil r:cgulatlon. lheec polioles inoludcg
for alaDplar  ooneultation  about,  ard. oo-ordlaation of'. nenbcn-stete  budget clefioits, rcgional
a{d effortsl  conpsnJr lar{r gtook crohangp  rcgrrlatlonas  ooppctitlon polloy. In thq oaln, thoJ,
do not trrvolve oonfllct rith  cach otbcnr or faoc flnanolng obstasleol end heqo€ shoul,il  be
purhccl ahcad rlth,  ln a oompartneaiellaeil  uay, aE fast as poss!,ble.
l!a4r othel poliolesl ard oflcn tb€ ttogt onrciall neeil finanoial r€Eouloos, a grcat
gbttaols to tbel! ilcv91,op6ss6, ard e+c in oo4f,Liot one rith pnother, for that vetly r€&son.
A vcry good rqr of oonfrontlng  the lluttation of fllaJrclal r.lourocs "'rI thc dooirlonr
raqufurd bgtrpon the pollolcs cl!,rorrracrt le to ooasip.e:r  the ilevelopncnt of the Coqnnity hd€rt
ln tbc aroond stage (to 19?6) and ln thc atagc boyoDd (eay, to I!8o).
2. Pro.lcotlon of Com*
The oo@cnocucat  polat lr  e Fudget ta 19?3 ot o.5fi of Co@unlty 0.lf.P. (41400 un U.Ar)t
Encndlturer 19?5 ad t98O
(at f9?3 pr.l.oer)
L916 It8G.lor lp8o-high
u.A.  c.c.N.P.
nn4 u.A.  c.c.N.P.
nnE u.a.  c.o.N.P.
nn%
C.AoP. ctc.
$ooiel l\lnd  )
Rogional. Frnit  (
&ployuont lbrrd)
fotal
51262
'3r508
0.6
o.4
6rLr5  o.5
l4r364x  1..4*
orI2O
241624*
0.5
2.4*
8r??0  1.0 2Qr52O  2.O 30'?80  3.0
* Induat:rlal Poliay includ.ocl
tfa baa6d our projeotlon to 19?6 (the reoond  ycar of reaourcGs  ptroprils for thc Str)**
op thc Coniosionf!  rsocnt €EtlFate*** of tbc totel sizo of thc budget ot L.$ Corunity
Q.N.P. (rbtqir targct bga not er 3rct been agreecL  by ocnberr-atates)  rna by areuning  e 8?orth
la C.A.P. a lttt1c abwe proportlo!&1-to.4.N.P.  gEorrth (O.l.p. crpcnditu6 Fprcgclrtt  0.466
C.O.N.P. in 19?3).
*  FlSflle lrvisetl rcoent\r to JrQ,20 nn U.A. - An increase to 61080 Dn U.A. hrq !g6n proposcil
for L974.
** In 8rn r4l thc aooctllng oourtrl,ct rill  fr,tlIy partloipatc in the 8lrEtoB fron Janrrarv Lst lflf0.
**tR6fc$rno€r to Comlarloats oomunication  to CaunclL on ll[Ul April 1973.
3?In oonsid.cring the ba,lanoc lctrccn thc nonJ.A.P.  crpcntll.turcrr thc Coolrsloa dooun nt
alGolarcs that regional ald cnployn.nt  pollclca nurt talce priority  la thr  rroorrl stagc.
fhe tvo probleus rbioh prescnt thensal.vog  arc tb.scl(l)  the anall roalc of llmoqrccr
avall.able for norr-a6rioul.tural  polloiee,. and (1i) the methorl of $ot*ing toxartl largcly simllar
purpoEe thlough throe adolnigtratlvcly  separatc fiuds.
'  tlhen re cone to l.!8or rs oight poEtulats tbat the Comunity Brllgct rf1}  havc ooatinuod
to grw at thc garoe rate ar dudns 19?3-f976r  o, at an lncrcaged ratc as tranaltlonrl  gro-
bleos of erlarlgetosat aFc d/6r 6nd Co@unltJr  litcntlty  k  nore cstabllghcal.
Sinplc aLternativea  fo!  1980 are pr.r6nt.d. lu the forcgolng tablc by buitgcts totalltng
2.@ cowrrnlty o.N.P. (trre lor  altcraatlvc),  and 4.4  cmuntty o.lf.p. (htah). [hcnc ir  no
indication at preecnt ag to the Ilkcly  or ctcri,rcil dlvlllon  of tbo trbalanocr  (aftcr
C.A.P.)  orrer the veriow pollolcs ltrtcd.
l&la ig a rathcr uaaatlsfaotoly ralrr ushg !.ra  proJcotlon, of cotablllbiag targotr for:
the glze of bud6et in thc irturc.  Morc satlgfaotorT roulil bc thc approaob  of ttoottlngtr thr
va!'lou.E goals ln rcglonall soolal end kd.uctrla,l  polloy. Eut hcn tho problcn 1s thrt  oort
of ibcse narqr intentlons  anil hopcs roul<l yieLil e v.ry oroh grroatcr fl6rrJrcr  rhloh ritl  appcar
unreallstlo tthgn th€ flnaaolr6 eld.e ls  conaiderctt. lltl.r onroial problan of thc rgaptr botrcra
polloy alos ln the narqr fleJ,clsr  and the apparent  budgetar? llnitatlonrl  ta onc rhloh rc ilrar
spec{al attention to ln orrr oonolugloae.
3. Fiaanolne  the Comunlty Bud*et
Roqulred flnanoe for the above budgets is  fair!  oesy to crtlnate i,n broad termg.Rcvenue
frou the tro a€?e.at aouro€E of C.E.T. and. agrlcultural levica gun fo O.J$ ComrurJ.ty G.l{.P.
in I9?3 (nct, i.e.  !$  of ncnber-etate aotual rooclpta). It  ts not poralblc to forooeet thc
trend of this /, ln vlm  of Etmcturel. cha^nges to bc c:peotcct cturl€ 19?3 -  80, c.g. changcr
in rorl.il food priceer in the C.A.P. itselfl  conpleiion of ncv tndc  pects rltb  thid  perty
oountr:l.eer eto.. In gcnerall lt  nlght be aseuneil that thesc txo souroas of financo r.trlt, rot
be very il5n:ra,nic, and so they 1111 only grm ln proportLonr to C.O.ll.P. tthcn, tbcy vltl  pranld.c
for (say) a budgct of o.flo C.C.N.P. throrryhout  tbe pcrlod. Conscqu.ntly; thc trcrtratr flnaaoc
nhlah hae to b€ fou-nd for our I9?5 ald 1!BO budg€ta ig es follouaf
t976 an extra  O.5% C.a.t.P.,
1980 (1or) an €rtre 1.5% C.C.N.P.,
1980(hkh)  an ertra 2.5i; c.e.N.P.
{!}r-ig rlertrart finanoe can bs releecl fron oae (or aorc) of ccvrral sourocat
(r)
(u)
(iii)
(r")
(")
v.A.T.,
corporatLon  ta.r,
seignora6e on e European ouEcncy ltau€,
short - ard nsd.lur-ter:!  borrtring,
direct oontrj,tnrtion by nenbepgtatcs.
l8llbe rcguhcroents  in tcnns of V.A.8. em earily oalculated. in broad. t.ms. It  iE alnort
tvue thetq rlth hamonigecl ta:cs elong the llneg of Comunlty Directlves  a.nd. Conoicsion plerp,
a 1.fl0 v.A.l[. rate in thc coouu4ity at ].8rge ytakd,a o,J/" of the co@'nlty g.x.p. Froq thls
feotorl the comunity V.A.[. rate nequir€al. to entirely fina^noe the rellra,r Daqfln in aII out
brd.grts ia elnply deiluoed: *
V.A.f. requirode in additlon
to C.8.T. ancl LevLee
L976
1980 (Ior)
1980 (hish)
If  re oonsider finanoe by the ooqporation ta.r, a usefirl factor ls that oorporatlon  ta,x
ylelil  tn tbe Comunity is  approrlnately equal to a 3.2Joi V.A.T. Its  potential aa a soulo€ of
flaanoe  oan ionediately  be aeen by refelence  to the V.A.f. requirenent to flnance our Comu-
nj'ty hti[ets  -  it  roulit oonpletcly finance th€ rertnax requirecl for the 1980 (ror) bgdgct.
9f oourser it  is very d'ublouE that the rhole of ourrent corporation  tar  prococd.s could bc
utlliseal in thiE rav. t{odlfleit propoaals conalst of  the pap€nt of a conpgrgr corporatlqn
ta;6 by ooupanies inooraorated.  urd.er the ncr Couunlty  ooDpanJr code. Its  JrIsIat, by l9g0r roulrf
qf oourse onJ'y bc sonc proportlon of the above, depend.ent  on the prog?eE8 of the al.sv6laDD6nt
af Co@unlty  oonpanpr lar.
Ttrr.n{ng to non-flsoel  neans of flnancing th€ Comunity budgct, botb ncthod.s ncntionsd
involva the progPese of aonotarT qnion and the developnent  of the Europcan  ou!r!6$oyr
trhe annuaL levenue thEt ooull be orp€cted.  fuon seignorage  (or rfuht_of-iseue)  can ba
ca.loulatoal aF folLolts.** rf  tbe Ehropean  ourFency  becare  Ld1" of the Errrope,ur  lroney  Eypply,
and lnflatton  and the leal rate of grorrth ane each assuneil to be at J.Q" pat annr.lo, there ir
a :r€vsnuo yleltf to the Co@unltJ'budget of o.4?o ot C.C.N.P. annually, ae a resuLt of the
troYth of Comunity noney i.noone. Thie coulal oover approrioately one-slrth  of the l98O
belanoes.
Ilorcve!, the uge of this mGans of finarclng the b:dget iE a nuch ilisputecl one.
Hlrtorloallyr  ths qethod has alrays been ueed in part a^rd in greatly varying 4egrec in thc
finanoe of britget e:penilitures by Errropean nation-states.  But the tra.nsfer of suoh pmers
to thc coeunity roulitr norr gi.v6 rlse to acute poritlcal  oontroversy.
1.cFl" v.A.T.
3.q. v.A.r.
5.9/a Y.A.\,
A gdtgrn Comunity v.A.T. rats eysten, for flnancing puirpooce,  oan be oonblno4 rith a f,l€xible ueuber-Etatc natc, for stablrisatlon  pujrpoaes,  ae proposed.  earlter.
If, M ls  tbe total  comunlty uoney eupply and V (aeeunecl velue 2.r)  k  the ratlo of total, Comunlty lnoone to M; then M V * Comuaity  Inooue
,,1th. a ftaction or r@ or t"l(X];.[3'3 ir3'Rf,::HT::I"tH$i" the ,cv€nue potcntial of th6 C.E.C. es e fraotion of Conounity  incoroc is
9,1  ,  A=1,1 - o.I (o.05 + o.o5) - oroo4
0omurulty IncoDe  2r5
39In adtlitlonr fron the coonoraio  viarpolntl the nctbotl oay bc inflattoaary (rbprrdtng
on tluBorous  oonditloD.s such aa thc ilegree of rcpJ.eocnont  of :clgnoragr aar.airg! to .lnerloan
oltlzcns through tbc operatlon of the Euro-doLlar naXktt) antl inrofe! e! lt  H.re ro, tle
ncthod rould be ln confllot rlth  the anti-lnflatton  pollolca  wj.th whioh tho Confiunity  ls
ourrcntly  ruch conoerrrcd.'
Ttre nethod. of fl'a'olr€l  a Comunity budgct ta*-r"cvcnuc  deflolt  by Bbort- or raatLuDtcriro
loansl tloea not esgsntlally  alcpend on tbc erlstcno. of C.E.C. (elnoc larucs ooulal be f,Loatcd
by agteeqrnt with neubcr-rtatae  ln ratlona1 our.ncuol€B)  trut retbcr obrlour\r tl.cg la eg a
joint  tLevcloprnent  1n non€ta,t'lr unioa. Ilhc teil-struoturc  of tuoh IoaJE gl,vrs rlro  to oonplct
eoonoolo  aacl nonetatXr effeotel  a4d. regulrcs oo-orrld.latioa rith  uonbcrr-rteto dcbt pollofur.
Ehe ffual  nethod. of finanoc tbat ir  listad,  illrcot  oontrl,brtr.onr, ir  a lsturn to tb6
olil systenr urd.eafrablc elnoc lt  involvcs a illninution  ln Coouaity  irtcatltyp urt  abou&l only
bc rcgarded ae a Lagt rcgort if  all  other nqa,ne fail.
4. Tha Comrudty  4ud*ct aad. the ProFT.gE of Eoonmlo Int.gratlon
The overall oonoluglon ts that e vet? laqg. gap crlrtc  bctresa thc norr cxtcnaivt  goala
of reg{.onalr EooiaL and inalustrial polioyr end rhgt eppsan to be fcaelUc  La tuor  of I
Comunlty lrudtet  cven at the nore optinlstlo lcvel of f980. It  1g <lonbtful lf  cvon th.  nlntpa.l
prcgramc of r,cgtora/enployoeny'eooial  pollclcss nesd,cd. to ncct tbc dlliooation prodrrccd,  by
eonetery  +na oapltatr narket integrationp  oan bs not.
Tne nenbcr-atateE  ghould be aaked to recogaise  norc firlly  thc noed to ue&c evailable
financiel  reaourc€o to neet the aoononio  and Booial  ooaaaquonoci  of dcvclopncnts ln thc
roonetarlr a^trd capital fleltte.  Slnoe ths lattet  ig brtnglr€ rrel  inooos galnr, thia only
reprcscnts  gorne transfer'of tbe Sialns of E.M.U. to tb€ publio scotor. Altcrnatlvcly, lf  lt  i,a
pollttcally  fuoposslble for B€Eben-Etateg  to re!.rc crlra ta;r reveauca fo!  C@unltJr  purporcr,
the inpcratlve  ncsd for e grorirg Coounlty budget uurt bc not by a traaafcr of roo. or;,ltrnt
nembeFstate  budg€tafy  Faooutoes.
Evenrlth euoha tranefer, the Coxonrnity buitget uill  continue to look emaLL,  rhcn lts
oo@ancl of rssourocE ot 3.Of" C.O.l{oP. ls  conpared. vitb  ncnbcr-rtatr tnrdgrtr of 2O.O -  3O.O
pcr: ocnt of, thelr C.N.P.r end vhen oonpared slth  fcderlal flnanoc eyrtcna ln U.S.A., Canadal
Australie, etc.
Scue rouLtl argue that lt  ls  not onJ.y sualll  but dlsto tedl in thc r.rrr€ of rcprcacntlrg
polloles on both tha revenuc antl erpcnditurc siclcs, thtoh are orylng out for rcvlsloa. Or tbe
erpendlturc  elile  the obrlous oaJrd.laLat€ fe3 13-srariagtion  ls tbe Ilod.c of agrC.oultuc  spcail{rg*.
On the rcvenue eltle  aone rorltl rleh to eee a aleoline in tha rcvaau. louro.s of agdoultunl
levies and oouroon crtetnal tarlffr  in the lntenets  of ortenaling  the froe tnde  oonoept tg
arras of tbe rorld outside the Comuni.tyl arrdr in partloular, iucrcaaing  noa-rco!.prooe1
oonoaBBlona  to iuports fron alovolopirg corurtri.es.
* A rsvier of C.A.P. is to bo nade by the CornnLgslon by the €rd of 1973.
4Olhurr tn thc longcrunurl thc Conunity trud€nt should not only gatn eubstantially in
rlzcl  bnrt olunge glgnlf,loa"ntl5r  froo lts  prerent strnrotufo.
fha lolgar-terrr pust aos the e:crolse of Connunity poliotes ln th6 thr6s olaaslc brudgr-
tery pollolco of thc provlelon of pub].lc gooclsl stabilisetion poltrcyr anil ctlstrlbutlon polloyl
itlrectly  antl explloit1y. Flris rl11 r.eguire a Cornnunity tar systen, Conmunity ocpenilttures of
a ehor! a.ucl Long:erstero  nature,  anrt ComuJdty tlebt nanagernent, also short anat long-tem. It
1g also Llrorle]ent  on the Comurrlty to reoogniee that all  of ttreee fiscal  anil debt policieg
have an inpaQt on leh  of the tudgetaq/  firnctiongr  a,nd. pa:r.lioular  poLioies sust b€ exa^nined.
for th€ir cletrinental effect on Eoloe groups as rell  as for the benefits to oth€rs.
W. Concluclinr renarks
1.  tlhe developrnent  of the Cotmon Ma,rketl oharacterized by the free aorrenante  of g:oods;
senrloeg end factors of p:roduotion, into a fu1ly fledAed $ononio and monetar,.y  ulion saJlka
an loport$lt  and, perhapq  deolalve  turaj.ng point in the bullding of the European ComunLty.
But there ehould be no alelueions the tasks and obJactives still  eraiting thcir  firLlfilnent
ala by no tleans easier than the alreacty iltfficult  aohievernents  of the past. lhe transition
froD th€ Comon Market  approach - rhich for  sure ha,s not y€t come to a^rr cncl -  to the creation
of an eooaonlo a^nd noretarXr  unio$, iroplies a ghlft  of eophasle fron ggX!g!!g!9gg!!g  to an
institutional  lntegratlon. lhe foraer is na,inly oonocr.netl rith  the abolltion  of barri6rs to
intmrE0  tracle and factor norrenentE anil the inplarnentatlon of counon pol.ioies, partlcularLy
via-i-vis  the outsitle worldl, rhereas the latter  oonoentrates  on oreatlng  the necessarT  eet-up
bounat W oomon pol.ltioaL responelbilityr  for effj.oient dooislon taking prooesees  to rork
torar.ri the oomon objectives anal policies which fors the core of EtlU
A ner oonoept of parallelien, enlarg:lag:  the aooepted  prinoipls of paralleL prqgroEF
bctrccn  €oonoBLc  integratloa ancl roonetarXr rurifioatlon,  fo]lors  frosr this  ctwelopnent.
l{hsroas up to the prccent nost ef,fortE  have conoentlaiect  on the integration and EDooth
Yorkirg of nerketsr ttitb EMII.-tiroc  has oone to natoh a firrther rteepening  of narket integrati.o4
by aoiJ.on  on the lnstrunental  siale through broad-ranging inte:d.ependent neaaur3s ln the ficl,ilr
of eoononio  ard sooial polLoiee. .So rel.y further primarily on liberalisa.tion measures and
EalkotE  woul4 ultinately  leail to a vacuun' in which national  governnents uould have given up
the independ.ent use of policy instruments for the advancing of social a,nd economic goals
introtlucing  common instruments and policics.
Againgt thie baclqrorurd lt  hag become queatlonable  rhether the old idea, dear to the
fotud"ing  fathers of E\rtop€an Integration,  of uai/t6 econonlc intagratton  as a lener to pave
the ray fot  ths ultioate goal of political  integratlon still  offers a valicl anal roliab1s
opstatlonal basc for fi:rther ptpqgfegs of the novenentB  towatd.B a wrtted Europe.  Itre institu-
tional lntegration neoeesar5r for  a gucoeEfuL  eoonoaic a^ncl monetar;r union appeare to oake it
hardl,y rcenllt€f'rl to puEh atrcad. only in thoee areas rhere consengus oar b6 rea,checl a.ncl pro-
tFeBB iE otll.L poseibl€. In thiE rs8pect the developnent  of the CoEoon Agrioultural Policy
appears as a rwealing  exa,uple. llheleforer this  app:roaoh no  longer looks convl.ncing nor
that tho stage of lnstltutional  lntegration,  lnpllecl in the transition torrarrls nlu, is
reached..
4tfhts report has not clealt rith  the aforenentloned. problen uplloitly.  The thinking
is baed on the widely apread politioaL rill  to aohieve proeiresB tora^rd.s econoaic inte-
gration and roonetary unifioation.
The point to be sttr€saed ie that the bulldtg  of tha llcoaonlc and Moneta:1r  Union
will  on\r gucceed if  sl[ultaneous proSr€Es  can be achieved ov€r the vhole 1.angc of ieauas
that hatre been iligcuseed  in the preceed.ing parts, 1.e. tho cooprehensivenese  of tbe
polioy Eug8eBtions rhioh have beeq put forar.d Lg uolo lnportant  tban aay of tha inalivi-
dnal ncarures  propoq€d. Oaly euch an approaoh riIl  nake it  poseibJ.e to alcal adequatcly
rlth  the confliotE  and trade-offs iupliecl ln the progr.ess  of Er.ropea,n oonstruotion.
It  ghoulcl be reoognized -  nore than hes b6on the caoc up tilJ.  nov -  that cv6ry
Comunlty policy has its  i!$aot on oultiple  objeotlvea: monetary,  econooi.o, sooial and.
even polltioal.  In olrler to avoid lrogreee in one field  b€ing follorod by even biggcr
steps bachrard  1n other fleldel  the cogtg aad benefits of cvstlr polioy should be evElga-
ted. and belanoeil. It  ls in thls  respect tbat the neetl for paralhl  prog3r!! in thc illf-
ferent fieldg of the Suropcan enterprise gets lts  ful1egt aignlfioanoe.  At tha ea11e tiqc
it  shouJ'd be pointecl out that ag fat as the need for haroonigatlon  polioy 1g conoernecl
nhat natters in the flrst  plaoc is not necegeadly a greater rurifomlty of ingtrqncntg
but a bctter coherence  of the effeots of d.lff€rent  polioy ll€asurss.
2.  Aa a viable antl ored.ible ex.change-rate  ByBteD fo!  the tranBttlona1 pcrlod. twerdr
HMUI the report supporte the alissociatlon of lntrs-E0  6rchen6e  rate rclationshlp!  frou
those rlth  the rest of the rorld.  At the sa,ne tine lt  is rccognlrecl that for the ti6o
beingr fixed intraJo  exchange rateg arc not conpatlbJ.e  rith  tb€ state of seni-integratod
€conoEles  achioveil  Bo far.  Th€r€fore  a syBteE of liEltoat lntra-Comounity fleribility
oonbin€al  rith  joint-floating  erga ertra is  propoacd.  The creetlon of a Comon Europcan
Currenoyr definetl ln tcrms of a ba{i of national  outrcnclcl,  et an carly stega 1E also
advooaterl. fhie inportant  atep torerrls nonetary  rrnlficatlon roultl,  a"oong othcr thlrga,
faoilltate  the operatioTt of the Linitiect fllexiblIlty  eoheilule and pronotc tbe libcrall-
zatioa of oapltal. novencnte by offerlng an adeguate  lnrtrun nt for a tnrly  Eu:r.opcan
unifietl noney and capital oarket.
fo fulfi[  tha funotions envisagetl for the Couon lhrropean  Currency lt  rsuet bc norg
than just an lnstrunent for offiolal  settlcnentg. It  shoulat also bcoor!€ thc comon
interrrcntLon cu.rrency for  gtabiLisLng the value of the currenoloa of ncnbcr-atattr oa
the erchange-narketg.  Itris inpllee the introduotion  of the Co@oa Europ6an Currrncy as
a nealluo in which private tra^nsactiong  can be eettlcd. For thcgc funotions lt  rould.
euffloe inltially  to restrLct the uge of tbe Comon Europ€an Culrcnoy to rhet ia oallod
atrnorula'ie  camblalrerr  The rEIe of the Comon Eulopoan  Cunency roull  be oonpareble to
that of the Euro{.oi.lar rith  poseibly  supplenentary  functi.ons.
A new currencyr of oourser need.s en lssuing body and poollDg of regenree. Evcn norc
inportant is  an adequate  uanagenent to prevent lt  froro beconing a^nothcr engino of iaflaF
tion.  A tleclsion-taking body ln roonetarry affalrg at the Duropean level lr  thug to bq
cr€ated concornitantly.  One of tta  naJor taskr would oonsist lrr inplenenting e European
42Donry lupply pollcy, including oontrol over natlonal  noney creation.
3.  The pro8'reee  thue aohievcd in nonetar:y unification can only te sucoeseful and ope-
rational lf  baoked by sufficlent advance in eoononio integratlon to oope rith  conJunctu-
ral' and stnrctural  i'balEnoes  which nonatary ,nlflcation  itaelf  olght even lacreeae.  rn
genenalr holt€verr  econoni.o and soclal integtatio4 ilesEt1res to be pursued in ite  otn
r15ht. It  Ehoulct not be oongtraineal to th€ nininum rate of ad.vanoB  necesaarlr  to aceo[pary
nonetary  unificatlon (and vice versa). Advanoe in eoonorolo  union has ite  orrn slgnlficanco.
rt  is nore than just an tnfil,ling  of olevices rrought by nonetarxr  union.
Stabilieatlon policy aioing at a steady rate of grorth of Gl{p rith  prioc stabillty
antt fuLl enployment  under a balaJroe of payoent oonetraint bgcooeg lore oonpLicateal,
ConJunotural pollcy ha3 to be pulEucd. at three alifferent 1eve1s: Comunity,  nenbetsstatep
and regional. As cornpared lrith the member-Btates  situation, the Uomrmrnity cycle problern is
malaly iloninatctl  by prioeq rhereas the divergencioE for regions uith tteclining  in4ustrles
ar€ atoninated  by actctltlona)' enplotrnnent  d.iffioul.ties. For the Comunity oyole progrees
tolnardE E{U along the llneE advocated ln this report offers the rlght  instnrnents  (obnc-
ta4r) to tteal with the probreu it  brings about na^nely the consolld,atlon of a connuaity
oyol'€. At any rate, fiirther progreBE tmards nonetary un:ification  thlol€h narrowing
matrgin8 for ercha^nge-rate  fluctuations xoulat lequlre an inoreeeing synchronizatlon  of
comudty cyoles. Tire enphasi.s of etabilisation at the rnenberr-gtateE level hust shift
to hrdgetary tnstrrunents.  A eufficient degree of flerlbility  will  have to cone fron the
*lgosl gide. llowever, thie t:uns counter to eoue plans for tar-haloonisation  argued. on the
g:rounds of renoving:  distortions  to trade and factor nov€nents.
Rcgional tlisparltiea are caueed by ilivergent trends of factor prLoes anil prod.uctlv!,-
ty latcEr go thatnht6qy" pai.d labour can no longer be eroployed. by arees or lndustf,ies
rith  laggin8 productlvity levels. ft  is  likely  that ![{U rill  lead to a faeter convergence
of factor price levels than of productivity trends. lhie oakes the need. for a large soalc
"egional 
pollcy at the Comunity level al1 th€ nore urg€nt. Hotrever, natters are conpLi-
oatad by the difficulty  in definlng the regional problen, partioularly aE we ane on the
threshold of a nes conoept of the regional problen characteliseal by cong:estion  anii infrap
stnrctu!'e run-dorn anil deca|r. To avoid the sltuation fron beconing unnanageable the list
of co@unity crlterla  should be kept very Bhort and sinple and perhaps be put only in
tetne of incone and uacnployo.ent  levelgr
The scheclule for linited. ercharrge-rate  flertbility  supporteaL  in this report as part
of tho transition to xMU roulct be greatly Etrenghtheneal  if  a better harronisation of ava-
rate xa8€ antl ptlce inorea6eB could be brorrght about. If  excbarrge  rateg are ultinate),y
to bc rigid'l'y locked, an income policy consistent with remaining  productivity differences
beoone lndispenaabl'e. fbade rurion co-operation rl!.L have to play a big role in thiE respect.
Ae regarde soclal policy, guestione arlee aB to the rcguireal €ize of an enLarged Soolal
X\rnd and 1tg notle of use sincer rith  the advent of EMU, the laborr oonseguenc6s  of th€
resultant lnitustlla'l re-organlsation night well attain a ney scaLe. whatever the particu-
lar  pollciea adopteit in th6 Eoclal fi.eJ.d, it  ie clear that there ie no juetification  for
ttg  finanoe by a systen of juete retour.
4tIn the field' of inqustrial policies tbe problcro ig to selcct those polloieg wbich arc
the most eseentiel accompanir€ntg  of EMU or which are rather i.nerpenaive in terns of
cost.
1.  Most of the aformenti,onod  policy proposals,  and indccd thc nogt cnrciel ones,
lequire substantial financi.al resources  exceeding by far the currrnt Coneurity budget.
Thereforet the ccmnunity budget should be erpaaded to, at least, lS of tbe comunity  G{p
by 1!80. Perhaps this is the begt way to illustrate  the groat difficultice  a,nd regieten-
ces which have to be overcone if  the objective of an Econonic and lrionetery Union by the
end of the dec&de iF to be transfol:meal  into reality.
in general a 8?eet gap exiets, at the present tine,  betrocn offioiel  declaretions
of intent and the ooncrete actions undertaken to further prog?ess on ebonornic integration
snd nonetary unification. It  hae gretly weakeneil  the cred"ibility of ]llrlU. It  rboulit bc
recognise  that the proclanration  of hlgh principlee and objectives is not suflloient to
guarantee their  implementetion  in economicaLty  meaningful  and viable abhenee.  Thege
principles need to be followed up by conmon polj.cieo.
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1. llby nonctary lnicrgatlon  lu  Euroot?
lhc dlacucsloo! on coorodo ead nonctrry  ullon  botrosn tha oountrht  of  tbc
Europcrn Collulltl'rr  bavc bccn golog oa lor  crrcrel  yclr!  lorr  rnal tb.  lnor.rllngly
apcclelizcil rrguucatt ooul<l nalc ua lorc  rltht  of.tb.  r.rl  notl.v.r rblcb b.ec kd  both
to  thc di!cu!!lo!!  ead to  thc llrst  !t.pr  on thc roatl to ualoa. lbta  1r rhy lt  rccur
nagrrslrlrr et  thc bcglanlng  of  tbla  pr.Il.dDery  oplnlon, to drcll  for  e nonoat oD tbopt
orlglarl  Dotlr.r,
LookLa8 at rbet raa echLca.al ln  thc Connualty of S{.x t t  1a reey to rcc thc no-
tlv.B.  rx. ce! ily  tbatr  llDea tb.  lnccptlon of  tb.  EEc 1!  19r?r clJ, toE"r uli.otl be! b.r!
rltabLl.th.di  thatt  ln  varlout  flcldl,  cfforta  ara al.so bcln6 nailc to cooritinatc anit/ol
berooaLz. ccoaonic pollcy;  alil  that  prograr! r11l  obvloualy not ttop  thcrc but rtll
contlnuc ela[8  th1! rotal baceu.. it  conat{tria  tho logicel  qontiuuetlon of rhat has
alrcatly bocD echicvrd.  fhls  coucLual.on rea alto  drara by thc Suault Confcrcaop balat iD
?hc HFgu. in  Dcccnbqr 1p5!, rblob crlled  for  preperatlon of a pLen for  th.  catabliab-
Delt by ctagcs of  ccononic and oonetaty unloa. It  har oftcn enough batn laLd thqt,  at
inport  tlutics rlthin  tbc Connunlty dlrappcar and iuport  rcatrictlons  ca! !o  longar br
applietl'  balaacc of  peyncnta policy rclicc  hcrorlLagly  oa tbc usa of nonctary laa-
truarata aad that  tbLa usc nuet bc aoortli.natcil ro a6 lrot to bc preJuillcl.aL to tbc
co[tlon narkot. I  roulil recrll  hcrc that  thc ]lonetary Connlttcc of  thc EEC dr.r  ettcn-
tlqn  to tbcrc conacquu,cc! in  ttg  very flrat  a[trual rcport.
At thc prcscnt ataSar horcver, the qucrtlon of  nonctary unlg! tigbt  bc poacai
i!  .ltlrtly  nct tcrn!!  {.r.  tlthout  taking eccount of prcvioul  al.r.Iop!r[t!  lD tbc
Conuulity. It  ir  unalarstaadablc  that  th1! lalca BbouJ.al bav. arisqr  clpcclally  1l  brcat
Brttalnt  thicb  ln  tbc peat fcr  ycera hea bcca coafrolted rlth  thc qucat:loa of qcnbar-
shlp rnd rbLch rac th.n  .ttll  frcc  to reJcct Dolrtary urlotrr evcn tbough auch rcJcctlon
rouLd et  tb.  lanr  tllnc bavc lcaat  not Joining tbc CouuaLty.
In a r:sccnt ertlclc  Profcgaor R.j.t!Er atudlee tbr  th.orl.!  on optirun curr.qclr
areas (1).  Ec cxenincat  1a particular  thc contrLbstlona by ltundcllr  Ucl(ia,loa end Xcnc!
but laa upablc to crtract  aa attltudc  coacaraJ.ag nonctary  union ln  tbc EEC flon  tb.[:
rrlt  rould acan that  the abovo coasLalmationa  proyiilc aufflclcnt  grounila for  aUggcrt-
lng tbat  thc rarioua thaorka  on opthuo curr.acy arca! arc of  1itt16  or uo hclp Ln
ilcflnlng  aD attitudc  conccrnl.ng a lo!.tarJr  unLo! bctrr.n  thc EEC countrlcr.  Fector no-
billty  nuet ccrtalaly  b. colsl,dcrcil to bc hrufflclcnt  in  practi"cc,  alal th.  ct:lffcrcnccl
ln  proilucti,o!, togather rlth  thc aizc anrl opennaas of  thc ccononicg  eouccrncd, rcrd to
bG crlteria  that ars not rallablc  anouSh to  bc uced ag a bagta for  a dcflnltr  .rcbalga
ratc  pollclr il  thc EEC arsa. fhc cntry  ltrto  thq EDC of ncr lcrbcrlr  capcoLally  tbc
Ualted Kingclon, !ak?r this  rv€D rore dlfflcultx  (2).
(x)  ttrta artlclc  appcarcd aa a publlcation by thc rrVarcn!.glng voor il!  Stsatlbulgbouil-
kunderr (Tbe fiaguc, 19?2).
(1) A.J. Reltcaa,  rtDc aonctaltc crl!18,  het vraa6etuk Tan brt  optiFalc yaluta-arcial.
eo dc Europcr. loq.teirc  ual.cil, Dc Ecoaonlet, Vol.  12O, to 2,  1972, pp. 15)-174.
(2) r,.t.  R"Itlaet  ep. clt,r  p.  166,A-r
Rel-trne algo took a thoroutb look at  the thcory put forrard  by FJ.calng. rho
congldcra tbat  Ln a lonatart  ualon trcails ney ceal.Ly dcvrlop rhlch rL1l  cauga thc rs-
Latlve coat l.cvclr of thc couatrieE coqccrucrl to  illvcrga rhllc  thc cxcbau6c ratc
lllttuDcDt  rill  no loagcr br availablc.  fn perticular,  Flanlag fcars tbat  unioa rould
aataLl blghcr uuonployncnt then rouLd bave to  bc faccd by cach cou1try ludtvlttually.
Corden takca the aao! lite  la  an csaay publishcil la  tbc Prina.ton 4rlca  (l),
rblcb I  thould like  to  araol.ne aorethet lorc  cloacLy. Cordca ertuer that  for  each
coutttry thcro is  a Phl111ps curvc relatin6  thc Eov.cent ltr co!t8 to thc lcrcL  ol  un-
cnploynent,  aad tbet  for  eech couatrJr therc ig  an cqulllibrlua poaltion bctrecn uacn-
ployucat aaal lnfLatlonr  au cqullibrlun  poaltio[  rhich La ilctcrnlued  by thc politlcal
cbolc.r  nadc by thc govcranctrts  eual thc cestrel  benkr. Ec seya: ilIf  thc optlDal pollcJr
. involvcc diffGlrnt  ratcc of coat inflatioa,  but axcbe!6r-rate  rclatlonrhlpa  arc ln
fact  fircd,  lt  b€concs  lGcoBaalJr  for  countrice to  depart f!o[  thclr  oFtlial  poiDt6 ro
aa to cn6urc a uDlforo ratc  of  chan8c in  coats. Sone countriee rLlL  bc ooopcllcd to
havo !o!G unc[ploy[ent  tbau thcy rlsb,  ancl solrci Eorc lnflatLonrr(2).
Tbe .xchaDge  rate in'trulant  Lsr holcvcr, cordcn goen on to r.r,  only lornlng-
ful  if  real  ra6ea aad salariee can b€ radua€d by dcvaluia6.  Ihie  ri1l.  c*taLnly  not bc
tha caBc ln  a "e!y 
opG[ aooao8yr for  thcn therc is  no Eoact ll,luaioa,  or oae rould
tlsh  to conclude ra8c contracte in  forelgn curency.  But, according to  tbe autbor, tbc
countrlss of  the pr€scnt aad future Europcan Connuaity are Lncllvlrlur1.l-y abl.  to r.4ucc
real  ragee and salarieB tbrougb exohange ratca and thersforc co[atitut6  rbat bc calle
,fcaeiblc  cunetrcy ercaerr, ritb  the cxccptioa of Luxeabourg and rreJ.aud.
Monetart uaLou fLade ioocrbat Brcater favour rith  Cordca, provLdcd l"t ls  vlcrcal
aa a coBtdnuatlon of cuatous  uqLon. tctnittcdly,  roglonel uneuploylcat cea thea uo
loagcr bc conbatccl  by tradc rcctrictlons,  but theac rlLl  bc repl.rc.il by aubaidlcr,
tblch rre  bcttcr  lultad  to  thc purposc. Eorcv*,  1t ao rcg!.ona1 po].icy ba8 bcc! rct  up
by thc cnil of  tha traasltlonal  pcrJ.orl, tbr  llstruiaut  of  tradc raatrlctlona  rLLl  hava
bcca Jettlaoned rlthout  anythlag  haria6 tak6n 1tE plac..  Evca the oobi!.ity  ol  capltal
doca aot,  ia  tbe fiarl  anal.yeLsr conatltutc a roDcdJr for  tbc e<tJuatnrat  procrlr  rbLcb
a raSlott: n[Bt 8o tbrough lf  exteraal aqulllbrlu!  ba8 bc.n upact. Cordonra coactant
lcar  la  that  real' tatcs erd ealariea !.ro Bo rigld  that  thic  edJuatn.Dt procr8B ri1l  bc
rccoopaalcd by e dccllr.  in  cnpLoyncat aatl productlon falliag  thc poaclblllty  of rc-
BortlDg to tbe ealalltlonrl  hstruD.lt  of  fluctuatlDg rxchaa8. ratag.
If  one etrrts  ftoil  hLt essudptlona and fron thc aaauacd. po1l'ticel  cbolcca of
thc pubLic autborl'tLee, Cor{cnr€ aoelyais ig  correct.  lfbcac aaeulptlon!  etrd cbolccr
do, hotcver, call  for  e fct  coDdeDta.  Firrt  of a1I,  onc nust lariousllr  qucatl.on thc
viet  tbat uouey il'lualon  ln  noet countries of  the .alarrgeal Couounlty crD b.  prcauoc6
to be such that a fe}l  ln  rell  ragcr ancl aalarLes brougbt rbout by a rlcc  ln  thc .r-
changc rate roul'tl be acccptetl tbll6  a reductlon  due to other causea lould not.  {bc
(1) f.!t.  Cordcn, MoaeterJr fate6ration, EB6aya ta Integiatlon Fl-ra!,car prlncatou Ual- vcralty, ao 91, lprLl 19?2. (2) I.M. Corilcn, op. clt.,  p. 9.A_I
lqtc8ratloa  Prooalr aor caablcc thc ttad.  ulloD!  of the ?ulour  notbcr couttrl.!  to
coo. to kaor ceoh othcrra tr.nteIlty  end ncthoila b.tt.r,  and tbla  o.rtatlly  tra.al not
l.ld  to thc eiloptlon of tb.  nolt  rbort-.tghtcrt  end aggrcaatvc pol!.cy aonc.lyrbl.i  l!,
factr  the lLn.  trkcn by natlotal  ualoaa rbtch rlah  to crcrcirc  rrgtraLnt  partly  br-
cauac of thc unctployo.at  that  roulil othcrrilo  occur la  cqually llkcly  to bc adoptcrl.
Anat if  no 6uch r.ltrel.nt  j.c forthconlnB lt  1! rllfflcult  to bcll.v!  that  lt  roulil  bc
brought about by a chaagc ln  tbc cxcbangc ratc.  Bctter undcrctandLng of  ccononlo
phcuoocaa 1c aorc llkrly  to l,nducc a t.rdracJr for  aoacy lllurloa  to r.rkr!.
Att.ntlon  nuati horcv.r,  bc draru to tbc fact  tbat  vanioua argutcata put f,or-
trral  bJr Cordcn rclatc  to rhat hc calla  a ilpacuilo cxcherBa-ratc'turio!,rr  enil notrby try  rurrr
na! dEr  to a rrconplctc  exchengc-ratc unlonfr. 1[h. lattcr  rould loply  that  thc u[Lor
b,ae a central  bank hoLdllg Coe6u[1ty  nonctarlr r.acrvca,  and tbat  thcra la  alro  a Cooau-
aity  pollcy.  In a conpletc uttloar for  Laataacs, tbcre rould no longer bc deatablllzilg
epcculative capltal  DovcD.!,ta batrc.n Hcnbcr Statca, ln  contraet  to tbc sltuatiol  La a
plaualo  unlon.
It  is  al"so nccesaary  to conncnt crlticall.y  oa Cordcarg reuark that  allpLnatloa
of  tbe diaparlty  betrcen currenclcc roulat JcoparrlLze eaoh couqtrlrrs optinal  polnt  oa
the Pht1llpB culve. lhj"t  ls  ccrtalnly  truc,  evcn tbough in  rhat haa b.c!  said befors
iloubta have alrcaclJr  bccn cast on tlrc noney lllusion  rbLcb roulal be trccalgarJr i!  ordcr
to Btey on cours? via an altorqtlou  ln  cxcbange retc  rclatlonablpe.  In  my vier  the
optlmal point ncecl not bc Lnvarlable; lt  may ahlft  prcclacly  as a reeult  of  progreaa Ln
inte6ratlont  and thte  1111 in  fact  be n€c€ssary  ao aa to arrive  at  a Cotrnunlty poai-
tlon  ln  th€ conpleted unioa. ff  thc indlrldual  countriegr cholcaa coDcerDlng the ob-
Jectj.tea of  econonic policy,  and especLally tbe nix  of  tbl,B pollcy,  are aaintalncd  un-
changeclr there rill  inileed be coatLnual allstortlona once tbe nonetary  frontiera  have
bcca abolichedi  but thi6  toul.al be cospletcly tncompatlble rith  the eetablisbnent of
ualon.
Illke otber people, Corden conalders'rtbat the potcntiel. aleflcit  countriea riLl
bave to  depart frou thelr  optinal  poiatg rather than thc potentlal  aurplue countriea,
Bo that  the uuj.on d.l-1. be unenployncnt-blaardtr (1),  although  he ailils lnrneilLately tbat
in  the caee of a couplete urion it  la  inpoasible to rey rbat tbe flnal  cholcc riII  bc.
Thie suggceta  that the alefl.clt countriea muat oake a heavler lacrificct  but it  Ls
questloaable  fhether this  t111 be a aacrLfice for  the benefit of  the Connurlty a8 a
rho1e. Thc Aaficit  couatrlea Day be uucb leas iDportalt  tban tho aurpluo countriee,
ancl they nay reall.ze that  eltghtly  leee gtraLn oB thc labour uarket nakcs Lt  poeeiblc
to achlevor  anon8 other thiasa,  colparativ€ly  [uch trcater  prlce atabilltyr  so tbat
they ao longer regaril their  chan6c of  positl.on aa a recrLfice.
Ia abort, ry  obJectlon  1a tbat Cordenre analyaia ia  too buch beacal on the
aasunption that  establlahncnt of nonctary  unLon nust bc BceD ln  the llgbt  of  natloaal
objccti.vce,  rbLle ln  actual fact  such a ulion  rould bc aoncthLng conplctely  nel in  our
(1)  W.M. Cordea, 9p. clt.r  p.  9.A-1
torlal of aatioral  gtrtes  and nrat be vlcrcd ag auch. Providcd e Con[ulltt  rcgLolel  po-
Ilcy  1a tubltltutcd  for  thc natl.oarl po)-icy lor  purgucd bt  .aoh couttry  to cope rlth
ihe dicparitt  1!r cost trenals and,rlth  ltructural  difflcul.tica  in  cartaia rcglone, thcre
ls  no rcagon to cxpcct that  tbG natloaal authorltfus  rlll  achlcvc lorc  than thG
Contrunlty euthorlty.  Thc rcvcree Lc norc 1ike1y, becauee ln  a uaiou n.rsur.a  rl11  bc
abaadoacd tblch delcly  etrca6tbcn thc poaltlon of  onc countrt et  tbG expaDla of a!-
otbert and bccausc econonl.c sctlvltyr  rbich ls  lncrcallnglJr apreedlng bctotrd tbr
frontiere,  rill  ro longcr b. he[prrrd by a varJ.cty of natlonel lcaaur.r  rblcb,  1n
aildltJ,on, involvs artra  co3tB.
Althou6h cconoDic thcory givcB ro uncqulvocal arllrcr  to  tbc gucatlon of  rhcthcr
econonlc i.ntegratioa  rill  ultios.tcly  bring en l.:ro!ea!a ln  proapcrlty,  tbc oxpcrLcucc
gaiDed ao- lar  tlth  tb.  Europeaa Connualtlca rfr.dy  provJ.dcs  6rounda for  anlr.riag  thc
gucctlon in  the afflrnetlvc.  the conpletloa of  cconoolc and Don.tary unlon 1e thcn
nothlng but a logLcal coatinuatloa  of  the Connunlty alrcady rchl.vcd.
iloreovcr, ccononLc and noaetary unlon 1e of  groat poll'tlcel,  ilportancc  at  in-
ternatlonal  1ev61i thls  caanot ba expreBBed ln  flgurea but oust Dot bc dS.arcgardcil
rhca looking et  th6 ccononl.c  lapllcatioac.  fbc theory of econonic pollcy  1s conccrncd
tlth  neana that  nay hclp to echlcy. spcclflc  cn<la. Anyonc rbo Lncludcc enont the .nalr
aD, lD.cr.a6a in  Europcre polltlcaL  rcight  ln  tbc rorld  la  atl.l.I  on cconoDic ground.
2. Out]ook in  tho licht  of thc nrcecnt sltuatlon
Beforc tho SunnLt Coufcrescc  i.n Bbe llaguc therc had b.ca Eajor dlffcreaccr  of
YLGt eoncrrnlaS thc rPproacb  to bc adopted to achicvc aconollo etrd nonatrrlr ualol;
tbcy r.re  conaoaly refcrracl to as thc dlepute bctrcetr thc rrcconotLatcrr and thc
trnouctarl-gtatr. Thc ccoaon:leta gavc prlorlty  to hernonlzetl,on of  soclal  aad ccoaonic
policyt  tbllc  the Donctarlstsr pr5-nc coacars tes to  Bac progrcBc ratlc l'n thc ficltla  of
fixed archa!86 ratcar  frce capltal  novcncnta  and barlolrlzcal  Eon.tary pollcy.  Thc tcr-
[er  Rtport ettcnptcd a synthcala  of  thc tro  vlcra.  Conclueion  E of tbc rGport rsada:
rrThrougbout  tbc proecasr eE pfoSrela la  acbicvqrl Connualty Lnrtrurcatr  1111 bc crcatcil
to carrt  out or colpletc  tbc actlon of  thc aatl.oaat "ialtrunent!.  Ia all  ftclils  thc
rtcp!  to be takcn ri11  bc intcrdcpcndent and rL11 rcl.aforc.  onc aaothcr; 1n particular,
the alovcloPncnt of nonctary ulltl.aatLon 1111 havc to bc co[blnsa rlth  parallcl  progresa
torardo tbc haruonlzatl.on and fiaally  ths udflcatl.on of  ecoaonJ.c policl.cerr(1).
Ths Couacll  Reaolutlon  of  ?2 March 1tf1  laylng dora tbc plan for  crtabliahLng
ccoaonLc artal oonctar]r uaion llkcrlaa  r6fer3,  ln  s6ct{oD fV,  to  rrtbc parallcllan  tblch
nust bc obacrvcd bctrcca tha coordlaatlon of ecoDonLc pollcles  anrl pro6rcra ln  tho ao-
Betary fielil  rithin  tbc ConnunS.tyrt.
fbeBe Btateecnta cannot be .xpact€tl to bavc rosoLv6d  tbq dlaputc batrccn cco-
aonlBts and nonctarlata, for  rben lt  coaea to practical  l,oplencatatlon rc  shal.l bc
faced tloe  and agaln lith  the qucatioa  of rhcther a eoD.tery Bcelur. ir  JuatMad  la
(1) lteracr Rcport, p, 26.l:I
th.  ltght  of tlc  progr.r!  ardc ln  brrnoal,zlng  ccolonio pol1oy. A cl.oac look at  th.
co[cr.ta  polut!  ln  thc rclolutLon of  22 ]4erch 19?1 ahora that  tt  ta iltfflcult  to  takc
prtctlcql  actl,on rlth  rcg;rd  to rocial  eail ccononio polloy (hcrc alreya undcratooil to
?xalude nonrtanlr pollcy).  Tha lolIorlag  rrc  thc nrln  polnt!  llgtcd:
1. For bualbctery pollcy,  nerglna nuct bc dct|rntncd rlthl.n  rhlch the ual.a ltoar  of rl}
thc publlc buttgttt quct bc rltuatctl;  prrtlcular  rcfcrcncc rar  nad. to varletlotr!  lF
tb.  81er of  thc budgctlr l!  thc cxtcnt of  thc balancca,  and ln  thc nctboda of  fl-
neDolng or ualag tbc bt1a4c.!.
2. Provlrion ras nadc for  novcg to haroonizc thr  rarlous typca of  texrtlon.
).  Meaeuree nuat bc takcn Ln the flel.d  of reglonal anil structural  pollcy.
The CouncLL la  conetantly bclng requeeteil to  tlrar up ona or otber ncaeurc but,
folloring  tbc delay ceuscd by the cvsnta of  1971, thla  neane that  there can be no
n.ntLon yct of any effective  harnonlzation of  eocj.al anil ocononic  pollcy.  In a(Idltloa,
conpulsory nutual consultatlorr bas been preecrJ.becl Ln nany fieklc;  the Lnportancc ot
auch co[aultallon  ehould aot be uadercatioated, bacausc  it  leads to better kaorladgt
of  the sl,tuatl'on la  tbc partner countriea, altbough the concret€ resulta are aot al-
raya easy to pinpolnt.
'In  1ts report on the flnancial  ycar 1!f1,  thc NerlcrlanalBche Brnk a16o ilrcr  thq
coaclueion  fron the ragolutioa of March '19?1 l}r,at tbc oDIt blncling agrcenenta  ritb  e
practical  co4teat relatcal to  the noaetary field  (1).
Oring to the ilevelopmenta that  haye occurreal  aLace then, ful1  inp!..ncutatio!
of  theec practical  agraeneata  hea be6n lnposal.blc,  but tbe noaaures taken in  the
sprLng of  1972 hail the canc aio,  lenelt  to arrive  at e nerrorer exchange rate  bantl
betreen the Europcen curreaciee tban rouLtl clerlve frol  the rcLatlonahlp vlc-d-vir  thc
alollar. l'loreover,  both the lysten of ahort-tcrn  aupport ead the arraage[c!,tB  for  thc
lutual  grant of nsiliuo-tcrn aaglatancc  have nou been put lnto  opcratJ.on.  Furthernore,
a European Monetary Cooperatlon Fund nay b6 Eet up aooa, aail agrecncat hae also bcen
reached on practlcal  n€aoures to regulatc intetnetlo&al  capltal- novenenta.
Bhe lrpreas!.ontherefore la  that Eonctary coordlnation  and harnoaizatLoa advaaoq
nore rapicl]y tban coordlnatlon in  otber fLel-ila. and there are a aunb6! of  reaaona for
thle.  Monetary policy  lc  conaluctcd  by the Ccntrat Banks, rhoee Govcruorr ncet every
aoath ia  Bacle; tbXlo lt  rcqulrce Ireat  tGchnlcal axpertisc, rhich thc C.ntral  Benka
are obvloucly not ahort of,  it  iloea aot,  in  ny opinloar ca1l" farr [aJor iatcrnel
consultation. The effcctg  of  thLs pollcy are natnly on the bauking:  aJratenr rhtch ge-
aorally  1a orgaalze<l Ln auch a ray ttrat lt  lE rlot difficu]t  to consult. The polnt I
an trylng  to nake nay becone cleer  fron a conpariaon rith  tbe problenB  arilLug  uaalcr
budSetary pollcy  atrd taxatLon pollcy.  Iith  al1 their  gubdivl.eione,  theee pollciea  hayc
a nucb heavicr lupact or e1l arcas of  ecoaomic anil eocial 1ife.  Every effect  iloc6 aot
havc ths eane lnportalrcs fron a. uacro-ecoD,onic aagle but i"s of grcat Elgnlficance  for
(1) Report.f  the Nederlandsche Bauk on the fl.nanclal year 1!/1,  p.  1O8.A.I
certaln  BcotorB of  thc lationaL .couony.  In  thc ficLrl of  budgctary and taxation pollct
th.rc  i!  alao nuch norc intcrfcrencc  by prccaure groupr th&tr in  tbat  of  DonlterJr  poll.-
cy, anil Parl,iencnt, too, uaually takce little  intcre8t  ln  nonctary tlatter!  -  pcrhap!
rrongly.
If  cveu at natloaal lcval  balancral aleclslona in  tbi6  flcld  of offlclal  poIlcy
are so difflcult  to amivc ati  lt  can bc reallzcd  that  harnoalratlo[  ln  a European
contcxt  eo$cs up agalast stlll  greatcr obBtaclaB. On para11c1irn, Dy conclnalon  nevcr-
thcless Ie that nonatary cooperatlon oust acrya aa a tlrirlng  forcc for  thc rho!.ct bc-
cause I  fcar  that harnonizatl.on Ln tbe other arcag rll.l  not gct caaJ.Iy ofl  thc Eround
uBdar its  orn gtcan. In other rorda, I  fcel  tbat  the coatlitloaa  for  thc succcEs of
certel!  forne of Eonetary  poLlcy are coaparatively  favourabl,e,  and that  the rcaults
obtained herc 11,11 create a nore or 1a!s conprlLiu6 n.ed for  herooaizatlon In othcr
fie1al..
It  nay be objected  that  the evcnta of thc paat fcr  yaars bev. pointetl torartl!
nore natloaallao lu  the nonetary flcld.  lbta  ie  allfficult  to rlcay, but onc ahoulil lot
forget that prccieely la  that  period thc courtrlca  havc bccn coafrontcd rltb  thc nost
acrlous criele  ln  the internationel  nonetary  6yat€n sllcq  thr  rarr  aDd lt  le  not rur-
prisln8  tbat aot alL of  then reacted to thls  cheLletrgc ln  tho laDc rlJr.  Aa poLntcd out
by the Conmiaeioa, thc eituatlon  offcra  a apeclel- opportualty  for  nakln6 frceh pro-
grcss ln  the field  of nonetary harnonLzrtllar and the aetttn8 uD of nrr  !,nltltutl.orls
eucb as the Europeatr Fuud, refcrred  to prevlouslyr can only have e fayourablc lnpact.
One objectlon  thet  nay bc raisctl to ny linc  of  rcaeon:Lag iE tbtt  a8ricu1tural
policy,  uaJ.ag flxerl prlces exprceserl in  unl,te of account, baa fallcd  to apced up non6-
tary ualficatloa  and that,  la  particular,  it  baa not preycBtGcl thc srltch  to  floatilgi
rates qnd ncr parltles.  fhls  obJectlon ia  correct,  but it  nu8t bc bornc LD nlnd thet
thc farra acctor raa Dot inportant cnough for  changca ln  cxchaagc ratc  r?lattonablpa
to proclucc Lneparable effecte th.rr.  In aany countrlca, horavcrr tbia  6ccto! conltL-
tut.s  a naJor prcssure groupt ao that thc .ffects  of  cxchangc rate  ohaa8cs hryc hrd to
bc cuahlonetl by leviee anil conpcnaatory  auounta.
Tbe colcluaion fron thla,  horever, nuet be that  paoclaj.eln6 flxcrl  cxobaage
rat.a  does lot  autonatlcally  leaal to  thc aln puraucrl. fhis  la  rhy thc couraa foLlored
so far,  naDcLy golng for  greater flrxlblllty  but nalrotcr  lar8lls  tbaa thoae uDdar th.
doIlar  ltaDAelar couplctl ritb  practical  coopcretlon  a! rcgarde latcrvcntl.on pollcy,  Ia
perhape prefcrablc. Ionetary coopcratioa  Eay th€tr aLro proaluo. r.6u1t!  lu  tba fiald  of
libelelLzatlon  of capltal  noveneats. Ac aIready ucntloacd  1r paragraph  l,  1t  rl11  ln
tbla  context bc acccaaary for  lntra-Europcan  capital  no"aDcnt! to bs dlecoclatcd  norc
eharply the! hltherto  froo luternatioaal  capltal  EoycDcrlt!. FuIl  llb.rallzatj.oa  of
capltal  novcaenta, rith  flxcil  or vlrtual,ly  flxcd  cxchaage rat.lr  lcavcg thc natloual
authoriilce  no 1ongor auy roon for  a pollcy  of their  ora. But rherc Bucb tratiotral po-
llcy  1s repl.eccal by a eupra-natlonal poIlcy,  there ce! aI.o  bc great.!  llberell.zatlon
of  capltal  Dovaletrts.A-r
I  chould l1kc to atlil a for  tortla oa thc lpccl,fj.c lltuetl,or  ln  thc Nethcrlaarlr. Hcrc I
rrf.r  1! partlcular  to  thc contlnulng laflatloa,  rhlcb Le rtroag.r  thrn 1r! thc othcr
llcatbcr Stetct  of thc Europcan  Counullty eDil !..ns  to  bc inpotsible  to conbat. At tha
larc  tlnc  tbo gul.ldcrr togcther rlth  tbc o.fnatl nark, 1a onc of tha nost htghly
tbought-of  curlalclesr  aud thc Dutch nonctary  authorltlca  arr  trylng  to nakc arranga-
rrcnt€ to rtsa atry fraab lnflora  of  epcculatlvc  capltal.
Aa nonetary union takca ahape, the poaltlon changce: th6rc l-B lcse rqaaon for
DrllnS a digtllctl,otr  blttocn  tho ltrcngth  of  cunencl.ca, anal there la  leee tcopc for
a ahatpct ragc aaal prlca lncreaec than ln  thc other Eenber countrlea bccauec thla
Icaclt nore raplitly  to a lo6a of  conpctltJ.vohcia  ancl aa outflor  of llqutd1ty.
Iith  ra6e and prico  incroaaea ln  the NatherLanrlg  apparently iupoasible  to
check fron tithlar  a[d rlth  capltal. lnporta re6u1ar1y aaldl.n6 to  tiquidtty,  tbe
achiev.aqtrt of nonetary unlon nay rcll  bc the oaly acaas of reduclug iaflatlo!  th6rc
to thc avcrage rate  f,or tbe Conou.alty.
ft  rould aeen tbat  theee coasialeratior  lead to  tbe folloriag  congluelonal
1.  Econonlc and nonetary union La desirable  because ao €conodic  area rithout
artiflclal-  frontiers  clrarn by hlstory  is  uore rational  than an area uith  aucb, barrt.t!.
Moreover,  such uniou lB tbe 1o6i.cal conpletion of rhat has been achieverl  by cuEtona
union. taetlyr  econonic  enal nonetary unLotr nay lead to a unlted Europe rhlch  can pLey
an idPortant  rolc  ia  intcrlatlotal  polltics  la  order to contribute torards obJcctlves
auch a6 greater  peacrancl security entl the developnent of the thlrcl rorlil;
2. The neesures to achl,eve econonLc and nonetary uaion conprise  botb harnoni-
zatlon of  the iastrunente  of  aocial and ccononic policy  and the jol-nt ealoptlon of no-
netary olaao!€ao The tro  typee of  neagule nust keep etep rith  each other, but nonetary
neaaureE uay sonetioea have the lcad for  technlcal ree6ons. fhl6  Eay act aa a rtiaulu!
to uuLficatlon ln  tbe other fielclg,  rblch iE nuch norc difflcult  to  achLeve.
t.  fn  thc noaotary fleld  the t).ne eeemB to have cone for  naking a freeb etart,
foLlorlng  tbe frustratlona  of'1970 and 19?1. Tbe approach acloptcct to  thie  e1d in  the
forrn of Joint intervcntlon  policy  by the Central  Banka to  contaln the exchange ratcs for
the European  currencleB rithin  narrouer narglne than those applylug betra€! other no!-
tlollar  currenciee ls  a firet  practical  stept but thls  cooperation  Euat be rapidly  con-
sollilaterl by eetting up tbe European  Monetary Cooperation Fund.
4. IacreaBingly cloee cooperat{on in  the nonetary field  also ca! ald Eust L€ad
to a Coumunlty  attitutle  torartle tbe dollar.  Oa policy  via-d-vle  the ilol).ar, there ia  a
caae for  oerlouely  consl<lcrlng the catabllebnent of  seperate na.rkets for  comnercial aqd
flnaacial  traasactlone,  ConnercLal  traneactions coul.d then be handlecl  at  flxed ex-
chenge rates,  or at  rates varying vithln  nerrow linite,  and financial  traneactlons at
conplotely  free ratee.6
A.I
Ag far  aB can bc !.cn  at thc doll.ltr  tb6!G i!  notblag in  thc plano for
European lonetary uuificatiou  that  claahce rlth  thc plans for  a rcfotD of thc Ltrtcr-
Datiotla1 nonetrry syated.
6. lith  retard to aterllng!  contlnuattou of  tbe Baolc amanganettef coupL.d rlth  !oD.
consolLdatLon of gbort-tcrn  stcrllng  baLancsE nalnteiacd  aE a!  lnyrltncnt,  La tuffL-
clGDt to acbleve a grealuaL rundora of lta  ro]e ag e rcscrve  curr.Dcy.
't. Cri.tlclgn levcl-lccl at  tbe idca of nonotary unLon ia  b&sed oD utduly rrnatiooaltr
thinkln6.  lltb  tb.  exchaagc ratc,  in  lbo Iolt  rutrr no 1on6cr avallable ag an Lastru-
ncntr thc tllffsrencce Ia uatlonal teadcncies, auch aa tbc tcadency toralda irtflatlotr,
are bound to Dartot. Clocor coltactB bctteen thc authorLtlca  aad prcssur€ groupt rlll
alao uork Ln thle  directLon.
8. It  ls  ncccsaary  that el1 Connunity laetltutLone,  lncluiling  acr o!c!,  abould trk.
tlsciaLong by a naJorlty,  or poaslbly a quallfle<l naJori.ty.  tbc Conuicalon ouet b. re-
present.al in  tbeee lnatltutiona.
9. Increaalag  lnflatlon  Ln thc Netherlaada  nalr pcrhepr bc reduccd to a [orc  !o-
rlerate retc  through progreaE on th€ road to  ecoaonlc  anil oonetary uDiol.A.I I
Poeetble ctarca ln  the raallsatlon  of  ccononlc and monetary unLon
1. Gauaral r.narkB
Exparlcncc with thc cuctona-unlon ln  thr  Connon Malket teught ue that  lt  la
frultful  to arranS. for  ccrtal.n stcpa to  b6 takon at  ccrtaln  pointe of  tinc,  agr.?d
upoa beforeha4tl. [o  reach the atn of a nonetary antl economlc unton the sane pattern
nuet bc followcd  thou6h thc at.ps to bc takcn ale lase preclee than Ln the caec of  thc
dlorua6? ln  loport  dptlee  Botpe yalra  ago.
what the Conaleeloa  could and qhoulit do le  to fornulato proposale rrhlch are aa
clcar is  poaeJ.ble ard to indlcatc  afterwarda in  shat eey the council of Mirriater6 da-
vlated fron these propoeals 1n taking theie decisions.
The Comniesion shoqld be careful notto slow <lo*n the speed of action to  b€
taken in  connectLon with the  .tltry  of  new countrles into  the E.C. These countlie6
have aocepted that part of  the bullding  that hae been built  up to nox elal as far  aa I
know aloo the tine-ochedule for  the conpletion of  the bui1dln6.  The Comnunity caanot
afford  thinking over the whole proceso agal!  ancl again..When, however!  aone gaps havc
still  to be filleil  the new membere  heve the €ane right  a6 the old ones to participats
in  the decision. Apart from these considerrtions the Conmiesion has the dlfflcult
task everJr tiile  to  formulate thoee proposale that cary  the Cornnunj-ty  Bonerrhat furthen
on ite  way to a real  uni.on, but on the other hand to lefrain  frorn thoee propoeale
whlch everyone can Bee are not yet acceptable to  natlonal authoritle6.
2. European  Monetary Fund
In the motetary field  this  is  en irnportant step not perhaps because of lta
aiz!  or ltq  Power at  the oomentr but because the establiehrnent of  the Fund rnay intro-
duce in  embryo a real  centle of  clecision  that  will  gather lte  own nonentum and nay b6
a prcdece66or  of a European  central  bank. tflhat I  want to  6ay is  thie:  even a small
rdbo ele  - Fund can have a great j.mportance  a6 aooa as eone people have to oaDage its  aTG@
more or less separate fron the national authoritiee.  Juet astlpManaging Dlrector of  the
I.l.{.n.  anal in  a Jesser ilegree the Executtve Boaral can play theit  own role  in  inte!-
national monetary affaire,  ao the Managenent of  the European Funil shoulil play such a
role  in  Europe. The Board of Governors should therefore  at  l-east include a non-
central-bank-governor  rtho  6hou1d be the member otr the Conmission that has to deal
wlth flnencial  ancl nonetary affairs.
At the atarting-polnt  (before 1 April)  the Fund will  only have to Eettle
claims anrl debts arising  fron the intervention of  centtal  banka in  each otherrs
curtencieaf  lncludlng the very ehort run credits,  connected with th€ rnonthly gettle-
nent, and  monetary support ln  the short run.
ft  ie lrportant  ,  hewever,  .that in  thie  *ay central  banks are credited and debited
in  European Units of Account,  from whlch the Europa may arise.
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ft  ia  very lnportant that  the Funcl rhould qulokly br ooao*ard rlth  thr forrlga
donetaly  pollcy  of  the Connuni.ty. For that reagon lt  is  Lnevltablc that  central
banks tranafer a pattt  say at  least  '10 %, of  their  gold and foreign exchange holdinga
lnto  thc Fund. Such a neecure ls  a nlnlnun requislte  before ;e  6tert  tbe seconal etage.
Thal wllL glvc a poaElbility  of aettling  the nonthly balances by tranaf€rs of Unlte
of lccount lnetead of  by tranefers of  foreign exohange.
Decialons to  be taken by the Boaril of  the Fund should froa thc beglnnlng  be
najorlty  decieLons. The difflculty  that always facca the Council ln rcohllg  rurairur
decislone  mu6t right  fron the bcginnlng  bs prevented ln  other boall.eB.
,. &.lles-Ellsr
Aaeunlng that  in  thi6  wey a European  nonetary authorlty rrrt  rrtrbllrbcd,
then thie  authorlty  ehould aa soon aB posslble glve  .oi. gui.dance  for  a European
do1lar policy.  In  caee th6 deflcit  in  the ba8lc balance of  thc USA continuesr xhl-ch
i6  to  be expected, a choj-ce  should be raade between  floatlng  rgrfgt  thc alollarr
control of capltal  novements or a double foreign exchange aarket. Both control" and a
double market should be on a European scale. Ihe Eoard shoulal take ttrc rncaeurca,
approveal by the Couacll and prepared by the Conmission and lte  Dlrectorate-GeneraL  for
Econonlc and Financlal Affalrg  (1).
Before the intloduction  of a double forelgn exchanSe narket sone difflcult
technioal  queetions s111 have to be 6o1ved. One ehouLd take lnto  account the poeel-
b11ity that e.g. Anerican capltal  wanting to  flow to Germany nyZa"it.  way via  another
nembe! of  the EQ 6ircunventing the high prlce it  hae to pey8 for  D-nerks. ft  hae aot
been proven,  however, that  such a European  double narket i.e not poa6Lb1e.
4. Parity  chanree
During the secoad 6tage the poselblllty  bf parity  changee ulll-  co4tiBue. I
aasuoe that  the narglns of  fluctuatloD for  the Euro-curre[cleB slll  renain what thcy
are now. But a European pollcy nakeB necossary not only prJ.br conaultation  but.
Judgenent by an lndependent  body. Th6 Council of Ml-nieters iE not Bble to give a na-
Jorlty  vote on the neceseity fu  such a parity  change. But the Comniseion ie  able to
do so. In my bplnlon therefore the second stage ehouldl  lncluale aonethlng of  a
stipulatton  that no parity  change {ill  take place without thd piton JudSr.ut of th.
Conmlssion.  The judgement  wlII  be publiehed in  the event tbtt  thr pr,ri,ty r.rlly  obrDgt!.
For oonrrat by  a European authority th.  tlsa  1r uot yrt  dpt.
l.  The Europa
It  i6  not expected that  the national statee will  take faFlarohhg  A.olrlo|||
concerning the lntroduction and use of  europas. lllhen the europe ha6 b€en eetabllahed
in  the European Monetary Fund, the main banks could be "tt3:i*T  buy fron the Funil a
Boall arnount of Europa.  They will  do so in ibr  rvut  fo tlrri)'"teirand  for  europas fron
(r) lhrro rouLil b. !o potnt ta thr Europcn hrnd crtebllrblrg ltt  ova ltu{y-d.pratrntr .to.
This should be done by the Conmisslon.
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thr prlrntr r.otor-.1a1..  Bl!h! rrnt to rcrlq- tn rqullttrlur, botb- la :rarrrl  e,uf
as rcgarda theh clelms and ilcbtg ln ouropaa. Thc Govgruncnta coul(l thon bclp by laeur
lng boude ln eurgpaa. The Couacll of Mlnletcrc ahould ecoopt a recourncndatlon to the
ncmber Governnsnts ln thle rcapcot.
5. Final rcmarke
-
I  have limlteal DysoLf to  eome poi4ta of actton that  can bc tgkea nor. It  lE
!o  use naking varlous achenea 9f  gtagca rithoqt  knorlng tn  shat wny thr  authorltlea
and citlzcne  of the Feraber countrl.ee rcalIy  arc praparcd to r-uirrird6 i  Frt  of thalt
natlonal sovcrGj.Bnty to connunl"ty bodj.eB. It  ie  cl.ear that  thie  wJ.!1 not happen fron
one day to  the uiit  ,  but during the aeconil Btage son6 progress will  have to  be
made. Congultatlolr ir  the caac of budgetary aad econonlc  policy  1e not enough: eomc
connon oplniou muet ariee fron thoac consultatl.oaa  end nu6t at  lcest  bc norally  bXnd-
ing for  thos6 concc!n6d.
Becauee of  the fact  tbat nonotary pollcy  ha6 Less to  clo rith  preasule-
groupar the policy-nekers  ln  thle  fleld  can fun splreuhat  (but not fer) t ahcad of  tbe
others. What actloa can be taken Ln other pcaBecta ilopcntls oD the Bituation.  the pro-
posed tenpotary ilecreaae ln  J.nport dutiest  propoacil by tho Conn{sal,on, raa a goorl
examplc  of  prorapt antl-iaflatlorlery  actlon
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Exchanrc-rat.  Do11cv
The Germanlundegbank haB in  ita  report  for  1971 declarecl that  the told-
excbange-ctanrlard  haa for  the time belng been rcplace by a do11ar etandard.  For the
next year6 to  come thie  wlIl  be the aystem  on uhich the reatern *orId  w111 be baBedi
unleBg we take opecj-fic neaaules.
Anong these measures I  do not include a substantial reductlon of  the u.s.
balance of  paynents deficit.  0f  courEe le wish  6uch a reductlon  to takc
pLace, but we oarmot  oount on such a alevelopncnt ae lt  1E iDprobable  thet
it  wtll  occu!. It  i6  for  the U.S.A. lfrom a technical polnt of vleq verJr allfficult  to
uae the LnEtrunente  of  ecoBonic pollcy  to loprove the balance of  payoents  poaitlotrr
It  le  furthermore 6ti11 mor. atiffioull  politioally  to  clo eo, as inporta and exports
onfy pLay a mlnor role  in  producing and spendlng natlonal income, and laet  but per-
hap6 $o6t loportant, the political  w!11 doee not exlst  to  Bolve the problen. AlI
statemente  concerning an j.dprove[tent  of  the balance of  paynente poeltion  It
be taken too serlously.  The recent devaluatlon of the dollar  may inprove Eonewhet
tho bal"ance of palrnent6 position but  'rill.  not change it  fundamentally,  unlese thc
U.S.  change fundalcentaIIy their  connltnent€  torarils  the wbrld outelde.
In the graphsr  fron  the European  business tna8azlne Vislon (11 January
1JlJ,  pa.gee 11-12) we 6ee the current account for  noEt countrles  noving  gomevhat
above or around zero, but for  the U.S.'19?2  ehors a deficlt  of  8 bilIlon  ilollars
with Japan showin8 a surplue of  about 6.5 Uittton  ctollare. The officlal  settlenent6
of  the U.S. shos a cleficit  of  eonething less than 9 billion  dollate.
Starting  from ihe eame clevelopment in  the yeara to  come,four poseible attl-
tudes from the European side preeent  thenselves:
1. Stickinc  to the dollar  -EJ$stne
ThiE means that thc ilolla'reeerves of  the other countriee and eapeclally of
Europe ril1  continue to gros and thBt there w111 rlreyr  bo a tendcncy to aaaune that
the existlng paritle6  rrlr not  the rlght  oneE r so that  lt  can only pay to  contlnue
spcculatiotl against the tlol"lar and in  favour of  the DM.
ff  nothlng  rc'3r  done againet tbll  apecuLatlve flor  of  dollaret  strcngthen-
ing the alreaaly exlstin8  rrDormalrt  flow,  the Europcan ancl eepecLally  thc Gernan
authoritLee would be faced with a contlnuous creation of  noney.
Without malntaining that  this  can be regarded ae the maln odrta  of  lnflatlont
lt  makee the Etruggl.e  egalnst inflatlon  6t111 nole difflcuLt  than it  ia  already. Of
cours€ aomething can be clone agalnst the influencc of  large-acale  tlollar  infl-os on
tbe benkLlg sygten, e.g. by requiring e reaerve of  1O0 % against forelgn alopoBlts.
Experlence  tolls  u6 that  this  doea not prevent outside funde continul.ng to llor  into
the country waiting for  the currency to be revalueil or to rl-se when left  frGG. More-
over, the foreign funcls can be invested in  securltiee  and then a neaBure 1l'ke the
1OO f  reserve cannot be applied.
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2. Floetlns o! thc $urylrau currcnclgr
thlr nteni a nlro ln tbc vlluc of thc Eurqpcen ou*caolcq and th. Europa if
it  hac bccn lntroiluactl. I rn lpaak{ng o! trsuropcen[  bqseuac qt thls 6tagc natlontl
rolutl,ona should bc ao lgngpr applled. If  thorc 1r r float,  not only thr D-ncrk ahoulfl
flortr  but thc othor E.q.C. qutrcncl.ag and probably aon. othcr European  currcnclca ap
r.I1.  0f cour6.r lhc ctrcagth of thc Suropcen qurranolcs ia not tha oalrc anil thir  !o-
lution tould ficenrthat sonc Duropaan currr'noier rould g.t e hlgher valuc torarila thp
ilollar thEn l!  Justl.flcil by thelr orn poaltlgn, Tbc ittnakc ln tbc tunncl qocban{snrt
r9q1it provlale thet hlghcr vqlu. aa Ocrnany, aEpuning that thc Denark rould bG th.
Drtu  qurrcncy in gueh a al.tuaglon, rould bc obllgcd to buy other curatoiaa to prc-
a.rva the baatt of 2 1/4 %, Tha r.Bult *qulal bc that g6rnatry roulal .nd up rtth  olaj.Fs
on othcr countlloa rhlch rou14 be changod into olainp on tha Eurqpcen  Funil of l{oag-
' tary CooporatLon.
Other countrl,ea roulil increaee thclr llabj.lltl.r  torrrdt thc I'unrl. lhls l.n tt-
polf shoultl preacnt no opocial dXfficultiea, aa the alaing coul.il bc uscat anit tht
]ltbllltlep  b6 coupfnsated throughout  Europe. Gernauy tould, horevcr,  as a rcsirlt
of the accumulatlm of clalrns on the-nraA by the Buncleebankrcxpcrlenco  gonc creatj.ou
of money and the otber couatriee sone deetructlon  of noncy.
The6€ anounte'ap they are not the reaultg of an inexhauatablc  courcp of fl-
nencc lik€ tha creatlon of clol),are, roulil bs nodegt ln comparJ,eon rj.th the crcatlon of
nonoy that wouLC atiac 1! eonnectl.on vith tlro increasc of tlol.lara ln the hatrilB of tha
Bundoabank. ConpanBatlng doneEtLc  neaBuleB rould also bc eagier than 1n thc caec of a
flow of ttoll.erp. The value of aLl Eupopean currencies roulil go up apd buaLncte roulil
conplain of tbs di.fflcuJ-ty of rmslning  oonpctltive.
Tc pggt, horevcp, qot fgr8gt  that tradc rith  the U.S. 1s for Duropcan
couqtriea rathpr anall l.a qoeparlaon  ri.th thclr tleale ri.th othcr Europcen countri.?q.
rrl'futual trtd? eoong 6uch countrlae currently oncenpepssa 2/) to t/4 cl thltr  totrt
cxpqrtsr as oonpqaocl to about 8 $ only for thclr axporta to the Unitcd gtetcarr.
(R. Trlffinr  Baplc conelilcrattone on LnternatLonal"  oonetary roforrnr ilcrkly Bullettn
KrcdLctbank, Novsmbcr A4t 1972t p. l+7r).
The inqrcase 14 exports rould, horcver, shot e 6lorrr rate of 6rortb. For
cquntrieE that facc a rather lDfletlonqry ei.tuation this lq only favoureble, but lt
can givg sene concarn to counttLra that ilo not faoc tha sans ratc of lnflatlon. lbla
l"a tncvttabl.c  anct it  shosa that a Donct&ry unlon ln Europe wiil  forcc tbc ncmbcn
csuqtri,ra td fgllow nore than in the paat thc aanc Dattern in thclr bu!1ncE6-cye1c bo-
havlour. Moet countriee, however,  can change thle pattern o41y rlthtn a couple of
yeFr6. During that t1!t? they nupt rely on a ccrtatn support fron thc Europc$ fund 1n
the forn of short-tat! asFiatanca and if  beccleary frqn thc Oovqrnncnta for ncdluo-
fa!6  elaLBtanco.
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Il  the European Fund hae enough forelgn exchange to  be able to  fotrlor a dcfi-
nitc  pollcytdih respect to the rate of  exchanga !otr.a!  thc lruoporn lrnit of ^fudllal
the U.S. doilar,  lt  can of  course takc into  account lot  only the rlehea of  countriea
trith a ctrong curfcncy but aleo the needs of countrles  rbora currcncy le  leee
6trong. ft  ehouLd follor  a policJ  based on the acoaonlr of  the coonuntty  as a sholc.
By talkiag  of a dellberate polLcy of  thc European Fund' I  tru that  the float-
lng nust not bc left  to the narliet aLone. I  clo not eee rhy the Fund bhould not in-
fluence the rate of  exchange, a6 a part of nonetary pollcy.  So I  clo not ace uythfu:g
rldirtyrt  in go-oallcd Itdirty  fLoatingrt.
!.  Doublc forelrn-exchanne  matkot
Il  it  1s preferrerl to etick  to  fixeat ratoa of  cxchaDgc at  LeBt for  the current-
account-ttens of the baLance of paynentsr then a cloublc Earket coulal bc introduced.  A
European solution yould dean that capltal  Dovementa  bctreen mpnbtr coutltrLe6ras far
ae they are fr€e alraatly, renaltl frse at  the officlal  t"trA#"h"nge,  but that  only
non-lesl-al€nte of  the Comounity  clll  bave to pay the frce  prlce for  thc Euro-
curtlncie8r  lf  thoy rould like  to lnveet in  Europc.
One problcn 16 ho* to pr6vent  an ovorflow from tbe offlcial  mariet to  thc fre6
narket, but that  problern aleo exl,eted ln  the caee of  double narkete on a natlonal
baetre, anal it  aeen6 to have bee! colveal not too badly in  the caee of  Belgiun and
Fralcg. .the problenr arisee, howeverrdhow to prevent e non-Europeal th  !|ltra  tht 
'lltf'!- tn€
ence tn@q  of  exchange applioeblc to hlns.lf  errct to arr irihabitant  of th., Conmurltyr
Suppose an Aoerican wants to inve6t in  D-uarkE. The price of  D-marl€ on the
free uarket le  already'high, but the free llre  la  at parlty.  Ttre Anerican buyB lire6
and w111 try  to get frorn liree  to D-mar)s at  thc offlcial  rater  nhi.ob ir  applloablc to
int6r:European.capital  noveneut6.  An Italian  will  buy D-nerl€at  the offlclal  rate
(rhich ia  permitted)  and theu eell  his D-narks Thia nay be forbiddcn' but it  wLII be
very dlfflcult  to inplement 6ucb a control.  If  there ie  no. coatrol,  arbltlage  rill
cauge tbe lire  to riae  tooruntll  there is  no adventaga i!  gtt&gD-narlGcithcr illreclly
or via tbe lirer  In  the neantine, a part of  the profitsr  matle by Getnane if  they eelL
D-narksto  the Amerlcan,  wL),1 now be mede by Itallansr  and Gcrnany r11l  have accunula-
teil claid6 on the European Fund, whereas ftaly  [i11  6hov increaelng 1iabll1ties  to-
raralB the Fund.
.  Becau6e of arbltrage the adJuetnent w11l- rork quicklyt  eo that  the fltlancial
Iire  ul]l  Eoorr be aa par wlth the flnanclal  D-nqrk. Though lt  canlot be foreeegn
lrhetbsr Euch a Bygte!! s111 cauee gll  dlfftcultiea,  it  nay be aesuneil that  big dtffl-
cultles  rill  not ari.Ee. Ehe nain purpo6a, to  establieh  e rall  bctreen the ever grow-
, ir6..anoutt  of U.S. dollars  and the lnpact of  thle  noney oa Europet w111 have been
reached. A6 none of  the European currenclea is  ueed ae a key-qulrcncyr the same
difflcultiee  ae between the U.S.a,rd. Erfop.  will  not allse  betwecn the European
countries among thenoelves.
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{. Control of capitel Bov.F.ntB
Asspring thet capital &ovem.ntc  bctrccn thc mcmber cquntrl.s of
thr E.C. bccono eg aoon ls poraiblc rcaotrbly ftre., oontlol of capltrl
Dovcne[ts  betrr.Glr E\r'onc a,ril th. riG.t of tbe norlil slrourat  b6 inplcmrntcd
by thg E\ropoFn qountrlar toglthcr.  Thc shoul.al ellor or cliaellow tbc
trnc oetrgoriee of paqnncntt  cntt .rcrt tb. srna Deans of oontrol. It  rnrr!
lot ba posribla, of ooursa, fo! ona coulttqf to allor 4 c€rtain oapittl
lnport enil anothc:l to forbial ltr  or for control in one countrJr to b.
tror. savola than in rnothcr'. It  ls e tcohrdoal nrtt.r  whether tbir ig
pouible end it  i.s r Follttcel mattcr rbqthcr lt  ig rantcd. If  it  it
rnntcd the centrel bant tochnlcl*nF should tell  ua whet is techaicelly
pgpsibl., but it  shoulal  not bc rspqrncd thrt lt  is inpgsgiblc bcforc lt
hrs bccn tlecial.d thrt it  rould be fouibla fTgo thc pol,itiarl point et
vlor.
20 F.btuery 1973.
L; ltbDoqqrcst! rrj,ttrn by t(r. .I. Dcnlcet
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I{r  Condlt{ons for thq Introaluctlon of tbc Europe  ?:
r?ltiB.I
N?tca rFout ,Elrtgp.rn lion.tlrv Unification
Onc politi,oe!, oonpr:o[iBo  rhich is rcsprcteblc, ].ikc ell  oonpronisce,  but rhich l.lvcr
lnroh to be itcsircil frorn thc potnt of vicr of ioononio logic, haa fol tso y6ars tcnaloal to
bcgonc ecocgtad !r  EotrGthlng  obvtous and oonnonpleao flithin the Coonunity. fhla corunonplpcc
ls thrt nonct|r.y unity - or nonetlry iit€ntlty rs th. rlsolution of lrirrch l9?2 dcliortrly
pEt! lt  - ts thc oorplltlon, thr grrtuitou^e rnil noro or 1..! rcBtb.tio ororlng of coononlo
unity. This vicw lg pcrhapl potitiotll.y ldfolt rs it  hrs becn aoccptcd by thos. rho glqoqlcly
drrirc nonetAry unifioetion  and by tboec lho be,rbour  nuch susptoion torr^rdr it;  but lt  i:
totali.y nistakcn. It  ir  olgtelie4 to an crtcnt rhiob ev€n thc supportat8 of noncta'ry ud'ty no
Igngor peroeiva. In frct, DoLtg;.y unity ir  aot iust a pleasing detrll vhiob csn bc 'dd'd to
. coqpl.tcd econooic uniflcatl.on  or to politlool unification in full  atriclca it  is stllctly ln-
iltspeneabl,e,  hic et nunc, for the maintenance of the degree of integratlon  al.rea{y
attalned. If  lmmedlate prog!ea6 le not accomplishetl  1n monetary uniflcatlon all  the
reet wiLl collapee. It  is like a aurgical operatlon in which the eurgeon hae alone the
maln pert but hae failed to stitch the patient up again.
I.  The losic of intemation
1.  The aboliton of  custons frontiers,  freedom of  movernent and eetabliehnent antl
total  freedom for  qapital  novemente  (which is  neceesary for  putting  theae firEt  two
mattets into  practice)  lequire  nonetary unificatlon.  Thue, freedon of capital  rnovenenta
brings about an equaLisation  of  the monetgry anrl capital  markets of the Communtty
(this  is  already unification  of  the Comnunity nonetaly  and capital  market). Since na-
tlonal  monetary policies  rork  through action exelted on rates of interest
/irteeytecblre of  whether thj.e action is  intendecl (cLassical) or undelgone (Frledmann)7,
they becone inpoegible. It  ie  clear that  thie  is  a1leady the case. Recent econonic
hi,storyn that  of Qermany from January to Aprll  1971t t}:.at of France a few weeks ago
and that,  f  euppose, of all  the countrj"eo of  the Connrunitnproyes  j"t to the hilt.  Tbe
complalnt$ of  the central  bank6 antl govGlnnento ate expLicit  enpugh wlth regard to thle.
It  has becone lrnpossibl,e  on the natlonal scale to inplement  short-term eco-
nomic poll-cies by the expedient of monitary control  and ratee of interest.  The Commu-
ntty  would then be in  great periL if  the national inetrument, which has dieappeared
otling to th6 degree of inte8ration  alrcady  obtained  were not replaced by somethlng
elscs the uge of a Comfiunity i,nstrument.  Monetary poIlcy nuet agaln be poesiblg;  but,
in  an a!6a without frontiere  lt  ie  onlyetlll  posaibl6  if  lt  ie  of  a Conmunlty  naturel
not Ju6t planned in  comnon but clecidecl jointly  and technically  inplementett  by lneans ef
a Conmunity organisation. The nationals will  not be deprived of  anything;  their  inde-
pendence in  this  field  hae already diBappeareal. They *i11, be glven something.
2.  The second matter with re6ard to which the people of the Six are to-day un-
, provid.alls aD indepen,lent balance of  payments policy.  When you cannot carry through an
autononouE monetary pollcy,  when, ln Lts short-t$r  lspaot!, rutono[ous budgat
rnJ'  policy  ls  faced with thg abeence of  frontiers  within  the Communlty (t.e.  ltE
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.ff.ot!  ar. im.di8t.ly  diapoercl tbroughout thr  Conrnunity arre and proportionatrly i.t losra
i,ts foncr of national inpect), nirrn you oan no longu B.t up custons dutira rithia  tbr
Conrtrnityr xhrn Jrou oan no longlr control or renipulatr  pricce (oving to thr fror  novaDant
of goode) or ra3ca (oring to the frcc movout of rorkcra) enal rhrn you oarl no long6r  put
controle on crpitel  nov.m.nts,  thcn you aro disrmral in thc facr of c ibfioit  in the brleloo
of prgmrnte.
llhcre agein thc dleappcuancc of thr netionrL instrr.rnente (yhich is  lnhertnt ln
lntagrrtion  end rhioh Jrou cennot go back on cto.pt by ioins beolc on intrgretion) rcgulrrs
Coomrnity instruDrnts.  llhile raiting  for th.!.  inrtnurntE to b.con. opcretivr,  in tho
orantinr cvcry numbcr  nation rust be eblc to drer on tho Colounity rrscrve of cuucnoy.
'  Thc ncane of edjurtncnt betrcen n.nbar nations era of ncccsslty in e conaunity thc
Bala r!  thos. rhich conc into pla,y rithin  a nrtlorll  acono[ic ar:6, i.e.  frcc novcnsnt
of 6ooabr factors anat cepital rhlch incrstlietcly rcduce to a comon lovcl arJr autononoua
DovrD.nt ln prices or ra86€. Otie is the Logic of r  coEnunity. Vla-l-vis  countrir8 outaltlc
th.  Coneunity i,t ig thc com[on rate of erchangc tbet cen bc varied and tbc outflor:of  tho
coooon cufrcncy rherc there ls a dcficit.
0n the other bend', butlgetary  and taratj,on poJ.icies  havc no tracd to be conccrtcd r tbc
inibpcnilancc  of th.  G.rDin ltnder or the U.S. Strtcs rith  rcaard to crpcnditure and iaooar ilo
not pr.vcnt thc ccntrrl 8ov.r4rc[t.fron  hrving e dcfinitc  .cononic  poli,cy. Budgetery rud.
fieosl autonoray  forms part of the indepcndcnt rights rrhich the fedcrrtcd  nations in gcnclcl
rnd the 1oc&l authorities in our countries heve alraye exerci,std. rithout  ano dtarback.
II.  fhq comruon  currcn"I i"  lndi"peneablq for the futur" of the Co@unity
Without ii  the Connunity wilt  die, ancl that very quickly. But if  re go on to rhat it
is posltivcly  clcsirablc to heve in the futur.,  nonotary  unity aleo appaars to be i,ndiapcnErbl.a.
It  has ofton besn srid' in r€c6nt tincs thrt  public opinion rill  only bc really frvou-
reblo tonarcle ths comtunity if  it  identifics itsalf  in ite  orn vicw rith  a Conrunity for e
b.tter  1if€ (in ttrc qr:rlitative senee), for e lese treunetieing  life  and for a plen for a
lor  civll,iBation corrcaponiling  better to genuJ.ne hurnen a6pj,rations.
The brave and cJ-cal-sightod  attitud€ of l,tr. ltansholt',hae  built  up for thc Corupnlty
r  c.Pitsl of gooclwill. The Comnrunity must keep etcadfastly  to this  peth. If  it  doo8 not, it
ny  rcIl  idcntify itself  uith what rill  eoon be reviled: the forccs of conser\rEtiEo andl nonl
bliadnees;  and thig roulai b€ a parad.or since tbc flrst  voics rhich yar ra1scd prblicly  in
Europc ln fevour of e better life  was that of the Presiilent of the Europeaa Co[igslon.
But if  the comunity riehee to b6co6c r, ner &len, &n oesis of freshnees  in e
pollutcd nolldr it  nuet itself  adopt a leed thc ncober  countrieB to edopt severs .n6
burdcngome n.asurea.  Thie ie only possibrc if  the lete of exchengc vi6-a-vis  non-
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mqnber countrlaF ealepEltqclf  and prot.ctF qe. Theee vallatlone i4 protecti.ve ratps of
axchan6c  prosuppgge  a !*nglr t4ic o? exohaagg f,:lth regerd tp non-nenber  eountrlepr  an
qxchaqFtirate  goralen ptfctohlnt  aa faf aa thr frontlers of the Atlantlc  and thr lron
0urrtaln.
lO Novenbsr 1972
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Qogdltlons  for  th.  latroiluctlon  of  thc .Europr
lhe notc rhlch f  rae rcqucatcd  to prcparc dcaLc by and lar6d oaly wlth thc
practlcal  dctalla  of  lntroduclng  a Eur.opcan curroncy.
I  fe1t,  horcvcr, aftcr  the ftret  ncctin6, .that thc worklng party raa not 1l
full  a6rccucnt  cvcn on th.  princlpl.  of  a Europcen cum.[cy.  For thla rGalonr f  tbought
l-t nccccsary fh6t  to put forxaral Dy arSunerts, r.duoral to  thclr  cslcntialq  j.a lavour
of  a Europcan currcaclr bcforc puttlng  forverd a poaal.ble  acbcrnc for  thc 1[t1.a&rqtl,c
of  thc Eulopa.
I.  lilc arc not attenptlng to craetc a rcgional curr.nclr erce for  acathctlc raaloar
or for  rQeaona of  prcetl.ge. We ahoulil creatr  It  only if  it  w111. be both econonlcqlly
. ancl polltlcall,y  bcneflcLal. Fron the economLc  poitrt of  vlcrr  an autonooous currrnclr
unlt  1r necrssaly only lf  it  can be ahorn that  thc currency erra ovr!  rhich 1t catrlil!
iB optimaL. For thle  purpose one nay rcfer  to the analyels of  tbo problen of thc qp-
tinrrn currency arca, which perhape constltutes the grcateat  etep forraril  in  lnter-
netlonal nonetary theory in  the laet  ten year8.
Slnce no-one hae eug6eetecl that  the currency areag of  the prcaent Ftater ahorrlil
be clivtcled up, the only probl"em le  whcther the atatee of  the N14e conatltutc  optlDup
cqlrency aroas o!  whether the areae ahoultl be nergerl. Do Belgiuu, the Netherlanda,
Ireland or Dennark  con6tltuto optiuum cunoncy areae? -  Probably !o  nore Bo tban tbe
Unj.ted Kl-ngdoo,  Gcrnany,  Italy  or france.  To tlemonetrate  that  a particular  atate
constltutes an opttnun currency area rould,  howevel, be nor€ cllfflcul-t  in  e cas6 rherc
thc etate'e  QNP ia  sdeller  tha!  ln  a cas.rbcre ltE  GNP le  largcr.  fharafore,  lf  ooc
sere to  illsmieg the ldca of  a Europeatr culronclr  unlt  oae rould havo to  conaicler  the
fornatlon of valiou6 new groupiu6e,  eithcr  by ray of  cloaer nonetary 11nk6 bstsc6u tlra
Bonelux countrics, or ln  the forn of a grouplrig of  the Unlteil Klngilon, Dcnnark and
Ireland or of  eonc other cornbluatlon......  Proepects  rhlch hold llttIc  lolltlcel
attractlon.
Purely lron  thc econonlc polnt of vicr,  howevef, it  6cen6 that  j,t  can be shotn
thet  the boundarlea  of  the BtatcB of  the Nlne (rhLch ere an accldent of higtofy)  do
not ilcLlmlt optlEun currency aree6.
1 )  A unit  of  account conmon to ths Nine makee eenee only lf  changes ln  parLty
anong the Nlne thenselvee arc leos llke1y  to occur (or are ltkely  to  be 6na11er l-n
anount) ihan changea in  parLty between  the Nine ancl the reet of  the vorlcl.
a)
Let us take the two extrene  caa€6:
Suppoee tbat,  tlurlng the next twcnty year6, perities  remain pleciecly  o! ncar-
ly  fixcd.  both anong the Nine then6elve6 and bctrec!  the Nlae and the reet of  tbe *orld.
In  euch e.ca6e a unit  of account comnon to the Nlne makee no  Benae. Nor roulil  lt  nak6
FenEe to  lnt6rpo6c bctween  thc currencles of  the Nlne and externaL cu*encl,e6r  sho6e
severaL parittcs  vle-d-vis  cach other are ex hypothe€i eubetantialllr unchanged, e
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structure rhich is  itself  in  a fixed relationship  both with the nine currenclee and
wlth the currencies of thlrd  countries. To apply 6uch a reference etanilard  to re-
lationshj.pe which are thenselves already fixed  would 6erve no ptrrpoEe. Where reelity
is  call-ed for,  a nele ornament i6  clearly  inapproprl.ate.
b)  Suppose secontlly thatr  duting the next twenty yearEr the prritlu  of  the
currencles of  the Nine vary considerably, both between  thenselves and each indivl-
dua11y in  rel-ation  to the currencies of  third  countries. To introduce a European  none-
taly  structure ln  such a case would likewise nake no senaet and one could not even l-n
theory concelve of the Nine adopting such a currency unit.  It  would not enount even to
an abstract ornanent, but would form an indefinable structure havlng no secure found-
ation and being incapable of definition  Ln relation  to anything in  a world of
culrencies  that  is  total).y nobile.
A European unit  make6 Ben8e onlv if.  according to a sianiflcant  deRree of probability.
the exchenEe paritles  of the cullencieg  of  the Nl-ne inter  ae wLlI vary in  relation  to
each other nuch lesa than the whole Froup af  then rilL  valy 1n relatiop  to  the Eroup
of the curlencies  of third  countries.
In a world of relative  currency relatlonehipe (which is  onc of  the few mattere  ,
whioh the working party accepts, 6ince no nenber of  the party ha6 BugSeeteal a goLd
etandard or a Btandard  based on an actual connodity.)  r the only practical  poasibllity  in
the internatlonal  rnonetary field  is  that  of  interparlties  -  the reference to a third
yardstick belng merely to a colvenient  internediary to be usctl becauge it  ie  nore
convenient to quote n rather than n (n-'l). rates of  exchange -  and it  is  only the cloeer
alignnent of European ourrencies as cEnpared with the wicler diepersal. of  third  country
currenciee  whichr in  the conetelLation of  workl interparities,  Justifiee  ancl provi-dee
a pulpose for  a European unit  (and for  means of  payment definecl by reference to it)
(1).
The question to decide is  whether the plobebility,  durlng the next trcnty  ycars,
ie  that  large-scale  chan8e6 ln  the flow of  trade and capital  r11I be nuch sfighter
betwcen the countries of  the Nine Ulgll:g  than they 1111 bc bcteeen the Nlnc and the
rest  of the world. I  wiLLDv attenpt to show that  the anarer to this  questlon ls  ln
the affilnatlve.
(f)  ft  ls  clearly  at this  point that  the tenpting suggeetion of Profeesor  Meade cones
in:  a uDit of  accouht fixed  on the ba6j.6 of a European  price index. Such a 6ugges-
tLon is  alnost a necessity if  one wants a European unlt  of account rhich 16 mobile
Ln rrl,ation  to externaL currencies and oobile in  relation  aleo to internel  curren-
cie6. But a unit  of  account fixecl on the basle of a price lndex, ho*ever  attragtive
it  nay sound, can never  avolve into  a traneactiona culrency or 6vet1 lniora  crohra.gr
curreacy. It  seene to me that,  in  its  pure form, it  iB a unit  of account in  rhlch
certaln contracts of sale or foan  (issue of  bonds)  nay be alenoninateal. However,
one cannot ine6lne a transactions  currency  ba6ed on such a unit.
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At the rcrl  root of  th€ lntcrnatlonal  nonctary  prablcrn lla  changcc  1n thc
pattcrn of rrorld trailc bctwccn  1967 end 19?1 -  vaBt ohangcr which, for  th.  eoononlat,
arc nuch nore rlgnlftcant  than thc lncroaac  la  thc aotual volunc of  the carnc world
tradc takcn ac a wholc; thc nonotary problcm tr  only th.  r.floctLon  of an lntarnatlonal
aQonomlo problenl thc problcm of  aliff6rcncos tn  growth ratca anil ln  ratcs of  oonpcfl-
tlvcnaqgr not only bctwccn natlonal aoononl.ce but'alco botueen dlfferent  sactorg with-
ln  thc varloug nrtlonal  coononica.
Tab1c A (ln  thc Anncx)  sums upr by nalor acctorat thc lmporta  anit cxporig of
thc thrac naJor Itoups of  dcvcloped  countrles  ln  thc world for  tbc perlod 196, to  19?1r
by nrJol r.otor!.
.  laL  B eho're changee ln  the trado of  each of  thc Slr  b€twren the sana dataa
encl for  the eane seotols.
Table A -  taken fron [The Economletil whic]r preparecl 1t  on the bagie of a rq-
ccnt OECD pubLlcation -  is  elnple to interpret.  two fundameata.l  movenente have affcct-
gil wqrld tracle over the last  Bevcn yeafg:
-  Japan, on the one hand, and the Ni.ne, on the otller,  hav€ oxpcrienced
a steady wol8€ning  of  their  tleficits  ln  energy antl rar  materlble.
The United States have benefLtect eU.ghtly from thte  eituation,  antl
.  proclucers ln  the thlrd  world, and particularly  the oiI  producing
cauntrles, have benefiteal very greatly.
-  The Unlted Statea have experienceil a dramatLc deterloratLon  Ln
"  their  balance of  trade ln  incluetrial  consuner goods.
The positive  counterpart ie  to  be found partly  in  Europe antl in,Japan.  but
onLy partly.  As regar.de textlIes,  tranai6tor6 and manufactured goods other than notor
car6, the developing world floods ln  a relentlees drive the markete of  the developed
countries with its  eimple and very cheap induetrlal  gooda. Unfortunately. countrles
in  the plocese of induetrlalteation  do not appaar in  thlr  ?ab1e, and, for  Laok of  datar
no dlagram can be rtade out for  then.
I,et ue now consider tbe Six in  TabLe B, There, aome notervorthy  but little
k4orn factB energe:
-  the nain branches of  the proflles  for  overal-l- trade (intra-8EO ancl extra-EE0) aro
all,  g€neralIy oriented  ln  the same directlon.  Howevor, the lengths of  the bar6 are
unequal. This is  particularly  evident in  the fourth llne,  underrrnachinery  and
transport materials'r: the GFR, Ital-y and France had surpJ"us balances during the eig\t
yeare 1!5J lo  1971, whJ"le Belgiurn and the Netherlande during that  period had sl-ight-
ly  negative balance6. Gelmany especial.ly had a much nore Fubstantlal  surpluo than
her partnere. To a 1e66er extentr the 6arne is  tlue  of  chemical-  products.
-  If  a distinction  is  rnade betrreen intra-EEC and extra-EEc trader the re6ul-t8 beoone
very interesting:  intra-Eg0 trade profiles  are very sinllari  trends arc not always
the same, but for  196t-19?1 the surpluses or deficits  are very enall.
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Ae a reault,  over the past eight years the ilevclopnent of  lntelnal  trade
bctreen the 6ix  integrated oountrleE has been balancod and eymmetrical.
The thlrd  dlaBrem  6hou6 that  it  ie  the extelnel trailc of  the EEC rhlch ie  ree-
poncible not only for  the overaLL surplue but also for  the large Oerrnan surplusea  (aud,
to a lee6er extent! for  those of Italy),  und6r the headlngB fo!  heavy industry.  At  the
other end of  the Bcale, no country hae a very large defioit  in  lts  traile tith  the out-
elde wor1d.
It  waa not poasible to lnclude Great Brltain  in  thls  study becauee no figuree
wore ava1lab1e for  the breakdown of British  tlade by countly or of  trade by maJor
eectora. By way of a guideli"ne, a table ie  glven of  the ovcrall  trade of  the Unlted
Klngdom (outllne  by major sectorg of the 1951-19?1 bal"ances). It  wlU  be aeen that
thls  proflLe of  the overall  trade i6  qxtraordinarlly  cloee to that  of France.
Such fj.ldlngs are important. fhey lead to concLuelona along theae llnee:  1n
1969 tt  wae perhape necesaary for  France to  devalue ln  relatlon  to  third  countriest
and, in  1959 and agaln 1n 1971 |  Ll  was perhape nec666arJr for  Germany to revalue in  re-
lation  to third  countries, but lt  doe6 not eeen that  it  wae neceesary fbr  either  of
them to devalue or revalue in  rel-ation  to  their  partners. ft  could furthermore be
Erlal that  sucb adJu6tment  wae not necessary,rnil  probably had, fron tho Comnunity polnt
of  view, a destabilising  effect.  One could say that  this  ie  a theoretlcaL  conclusion
eince it  is  inpossible to revalue in  relation  to one group of  countries  but not in  re-
Iation  to others, or to reval-ue in  relation  to third  countrieg rithout  revalulng in
relation  to onera partners. lhis  is  true,  of  couree, but,  for  occaelons where it
appears inadvisable to hlter  the rates of  exchange in  relation  to the CommunJ-ty, one
can inagine ottrer forms of adjustroent than changes ln  exchange rategr  euch ae, for
exanple, an o!gan16ed foreign inve6tment po1lcy directed towards thoee countries  with
which one has a trade surplue. To condler another possibility,  the Community,  *hlch te
responsible for  cornmercla).  po)-ic5.es towarde thircl countrlee, oight atlopt diecrlninatory
cu6tonB  nea6ure6.  It  is  not certain  that  we can ensure optimum growth on a world,.6calc
durln6 the next twenty yea're whlle adherlng to the prlnclple  that  custous nea6ure6 nu6t
aot dlecrinlnate  betucen countlies (eee below). The proposition that  for  the sake of
world etabll,lty  one may need neaeuree which derogate from the princlple  of  equality,Of
treatnent hasrto rny nlnctr been convj.nclngly upheld by certaln  EngJ.ish author6r and by
A.C.L. Day i,n particular.
t)  The SiI  do not have any najor problene regardlng trede between thenselves.
Does this  mean. thereforer that  they ehould be combined to  form a sJ-ngle  culrency
area (eubject to  the acce66ion of  the three new nembers)?  The tradc patterne of  the
individuaL countlles do not differ.  This nay be eo: very wcI1, but one might object
that  one cannot draw from that any conclusions  wj-th regard to a currency  area.
lhe reply one would }ike  to  g3.ve would be to attempt to prove the thesis that
where an area Ia an optinum currency areai any internal  varlation  ln  the rates of  ex-
change -  and a foltiori  any degree of  flexibtlity  -  ia  e 6tep away fron the optimun.
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0f  courcc, tt  lc  4*ffloult  cltbl.n tbr  aoopc of  thls  noto to givc prcclrc  proof of
thlr  opLnlon ln  thc forrn of a thoorcn.
One shoulal ln  rtcencc arguc thc thocls el  followsr  an allJuEtm€nt !.n cxehangi
ratas Lr meent to oorrcct a tcndcncy in  a balanco of  paynonte towarrla a surplqs or E
deflcltr  rceuJ.tlng  from cither  a differcncc  ln  coarpctltlvqroqa  or a dlffcrsnce  J,4
growth tatc!.  Sx lrypothcclr dlffcrcncor  ln  oonpatlttvanars rnay ba alnoa! dlrregardrd
ln  an optlnrl  erqa. 04c ahouJ.d, howcvcr, add tbet  verlatlonc ln  exchangc ratca oprraic
orl trNal. curpluaca 4nd il.tlclt!,  1...  on cffrctr  rath.r  than on caur.6. Ehus as r  ruh,
!lnc.  the causcs lcmaln unchangtcl, any (llffar.ncct  tn  compctitlvcncee  wllt  bcgln to rc-
cnqrSc.
As to dlffstcnciee  1n growth ratca,  thctre ar€ Sood roeaona for  doubttng
whQther varlatlone  1n exchenga ratcg wll1 neduco then. ff  there ls  an cxpanaloniat
drivq ln  country IArt lt  bri4ga about a daflclt  traad, Henca a dcpreclatlon  ln  the
currepcy of  couatry rrArrr whlch will  hevo twp cffecta:
-  the effect  of  adJuetmeat (norc or legp hypothotlcal. accor:dlng to  Fobinqoate
theeren, but whlch *e ehall  auppose to be poEitive)i
-  the effgct  of encouraging  further  expaneion Lu country fiArr. Devaluatlon  whipe up
expancionlat forces to meet not only the iacr€eged €xport dc{nand but aleo the ln-
crcased lnternal  dernand in  a protcoted nanket. Ilenoe further  acceleratlon  in  the
girowth rate and further  depreclatiop in  rrAr6rr currency, etc.
The case of, France, whlch, over the paet four ycars hae experienced  nore rapld
expanelon than her partnersr but wlth a higher rate of  increaee in  prlcee ilue to her
fallure  to nake a eltght  exchaFgo rate adJuetngnt,ln  eur vlew confirn  theac argun.nts.
Thie atesteblliaing  effect  woulil bc evcn nore narkecl lf  thcre were flaxiblG
exchange rates.
.  To sum up, a eyeteq of flxed  exchangG  ratee rithin  a cu€ton€ unlon Lev.ls out
varietlane in  growth rat€s.  The advocatea of  fixad  cxchangr rateg bc116ve that  the
effcct  of lntegrqtlon  ls  a aurer lnGarts of reilucing occaalonal  dep4rturcs  from cgui-
li.brium than is  the effect  of the adJuatnent of  excha4ge ratee,  slnce the adJuatpent
uay eauae lnbal,ancee to accqnulate.
4)  Table A shows the extent pf  the changee in  the pattern botween  the three or
four eponomj.o groups of  the woetern worLd over the pa6t ter  ycer'6, ft  i6  extranely
prabable that  euch dirergent ttends will  contlnue, and $ay ayen acctlerata,  duting ths
next twonty y6ara. llle shoul"d Liko to incllcate the goncluslone which  may b9 drawn fron
thle  ae regarcls the syetem of  exohan8e rates.
It  16 olear that  adjuetnents to  cxchange  ratee a1one cannot Fo1va the problem
of  the changeg in  the trade pattern 111u6trated 1n lable  A. The Unlted Statea, for
example, lnveded by products manufactured in  Europg, Japan and countrien 1n the progeae
af lndqstrlal,lsatlonr  6b9uLd evcntually dcvalue ln  relation  to the threc othet groups.
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Europe on the other hand, witlr it6  increaaing lack of  ener8y and raw nateriale
which it  imports from countrles ln  the process of  lnduetrl"alisatLon, ls  facing a
growing threat  from exports of  simple manufactuled  products fron those countrlee, as
lt  does from exporte from Japan, and shoulal either  sltghtly  depreciatc 1t6 currencirc
1n relation  to  tho6e countries or keep th6n stable.
taatly,  Japan shoultl revalue in  relatlon  to  the United  Statea but maintain *
1ts currency etable 1n reLation to the curtencies of  the countriee tn the proccss of
industrialisationr.  which it  supplies wlth raw nater:lals  and cnergy.  j
It  1s evldent that  the nece66ary changes in  parlty  are nutually  incornpatible:
For exarnple, the United State6 should devalue ln  relation  to Europe and to countrlee'
in  the process of industrialisatlon  but Europe must also devalue ln  relatlon  to  the
countrles in  the procea6 of induetrlallsatlon,  whlle at  the 6ene tine  reveLuing i.a
relatlon  to  the United Sts.tes, 6tc.
Two conclusions  can be drawn from thla:
- Firstt  the neces6ity of  having occasional  rnajor confrontations  between  the oaJor  t
economic  areaer ending in  package  deals containing both changes in  plrlty  and
cu6tom6 changes together with even further  deaaureai rhere necessaryt  (but the6e
neeaures would stil1  be on a pnrl  berb. The Snltheonian
Agreement of  18 December  19?1 ie  of great historical  inportance ln  thlg  respect. It
is  the first  example of a worlil crieis  which nations have attempted to  6olve on an.
overall  6cal-e by exchan8e meagures and by cuEtons meaBures (aboltton of  lbr  lrcrlcu
surcharge). In  nry opinion, however,  they did not sufficlent1y  involve ln  the
Agreenent the fourth'groupr i.e.  the countrie6 ln  the plocesa of lnrluetriallsatlon,
anal it  i.6 well known that the countries  proilucing oLl and raw matellals -  which all
devaluecl at  the same time a6 the United. States in  relatlon  to Europe and Japan -
have up to now profited  more than the Unlted States fron the adjustnent of  cxchange
rates.  We wl11 need nany mole agreenentg of  the Snttheonian  type in  the alecadea  to
cone. They wiLl have to  becone quasi-eyetematic  and be prepared rlth  cven more care.
-  The preceding statement appearr; to  me to be a powerful argunent agelnet flcxibillty
of  exchange rates betueen the major Broups of natLone. Indeed, uhen the changes in
parityr  ca11ed for  by the developments in  trade balancesr  are contradictory,  how can
the narket find  the optimun solution?  There is  the danger that matter6 will  be
solved under the threat of a cri61s situation,  on which the operators count, or
haphazardi-y  a6 a conBequence  of  the operatorsrpsychological-  i,npu16e6 etc.  The 61-.
tuation ivhich I  have just  ilescribed pre6uppo6eE adjuetabLe exchange ratear  wlth pc;
.riodj.c ailJustnrents l-inkeal to custons rneaeules anil to a voJ.untary organisation  of
capital  novementsi it  is  not compatible wlth a syEten of  flexible  exchange ratea.
5)  lt/e have already explained briefly  in  a previous note (of  ]O November  19?2)
that il  is  in  their  own pressing  interest  for  the Nine, purely from the point of  vier
of integration,  to build up a comnon monetary structure.
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Ihte  ls  not to  eay that  thc other aapoct ghoul.d be under-catlnatcdt  l.c.
that of  thc connon lnte"a€t  of  the Nlne in  tlre lntcrnatj.onal. monctary dlscuaalone.  In
pBrticularr  th€ vttal  lnportancc of the Nlnc adopting a connon poaitlcn wlthin  ths
Twcnty.
A oolutlon of  the i,ntcrnatlonaL monetary problcm,  on the 6cele of  the wrFtcrn
wortrit, ulthln  the framenork  of  the IMF -  Buch ag that bolng atuitietl at prcsent by tho
llwcaty -  can b6 polltically  reaLlscal onLy lf  on. aaloptB to  Bone extent thc Anollcan
ouggeBtlone lcgaratlng pcrLodlc adju6tm6ntB  of  exchange rates,  Ilnkcd nort or lasa
autonatica1ly  to crltella  etlll.  to be ileflnett. Much could bo eaiil abQut euch a eolu-
tlon.  Howevcr, lt  ie  clear that  oj.ther!
-  i,t  urllI  be a(lopteil, which will  then really  requLre a currency Connunity in  Europel
.  the criteria  of, autonaticity  mu6t apply to the area of  tho Nine and not to thrt  ef .rpb
natloni  or
-  tt  will  fall,  which wll.l, rnake the need f,or a Europeen oonetarJ itlentlty  more evl-
dent than ever. The ptesent de factg aysten is  eo fragile  that lt  i8  in  the intercet
of  the Nine to  comblne ln  nonctary  mattepe 1n order to ncet any fulure  orLeep wlth
lees difficuLty.  If  they can do thie  (glven that  they conetitute al! optittutrt noDetary
aree), they should.
rr'Pssible  schen€ for  th-e-prosreEol"e,introductlon  of  the Eurora
A European  Monetary Fund w111 exi6t  in  embr:yo form fron 1 Aprll.  The Funct wlll
keep its  accounts ln  Europas, but in  Eo alolng w111 not be acting dlfferently  fron  the
way in  which the Comnunity act6 l-n other financlal  natters.  one ri8htly  hopes thatr  in
general,  emphaois will  bhift  from the Funil to a European  rnonetaly etructure.  Let uE
€xamine under what conditions  this  would be poesibLe:
1.  The Comnuntty ebould flrst  have at  its  dispoea)" a ourency wbich I  6haL1 calX
'rB axohllEt.currency,  i.e.  a cuTr€ncy ueeil by the Funtlr the central  bankst the comme!-
clal  banks, enal large undertakings  on the exchan8e markete. ThiB culrency would be
llnked to sonethLng wbich the Nine have already ttecided  upon, namely' thegrorPlns'
of  their  paritiee  ineide the wicler margin provlilecl for  in  the Smithsonian  Agreonent.
liJe know the technical solutXon whlch was adoPted:
a) Each central  bank woulil continuq to be reeponEible for  maintainlng lta  parlty
within the rnargin of 7 2.2J either  side of  the central parlty  ilefined ln  rel-ation  tq
tho <Iollar, using for  this  purpose cloLlarE purchased or sold'.
b)  Each qentral bank would, ln  tha Eecond place, ensure that  tbe parlty  of ite
currency in  relatlon  to other Eulopean currenciee rroultl be meintainetl withln  the nar-
ginecloptecI.Forth1Epurposelt'rou1<t1ntervene1ostsg4@(procuredby
q Ewap of mutual crealit lf  nqccseary) on the 26 (sio)  bilateral  mark€ts concerncd
/n/r,-l.  1.e.  8(8-l)  = a6 (efc).  nn There are only 8 currencies wlthin  the Nlne;
--'_ Luxembourg cloeo not have ito  otrn currencl/.
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It  ls  thj.a cystcu rhlch i!  bcavy and curbfloEr  rnd,  to our !lnd,  vcry fragLle
(a falr-rrather  tool  rbl.ch rould lot  ltanal up to rtroag rlnda)  nhloh lLculd br
nodiflcd.
2,  Thcrc rould be tro  PrlnclP1ca:
a)  Eecb Europeea  currracy rould rlcflnc a ccntral  pultt  la  rclailon  to thc EuroPe
(d.fhcd  ra 0.888 I  o" /  1.08). !h.  ccntral  banka of  cach couatrt rould bc rcqutrcilt
crcb on 1tr  om rcrpoatlbllityt  to alefcrd that  perlty  tlthl'n  rhatavcr aerglu ie  ilc-
tcrnLncd. Thc dtfcacc roulil be colductcal rlth  tbc elcl of  tb3.roh|r|t  currttlolr d.flnld
ebotGr i.e.  of  tundr hclil ln Europu..
b)  llelnteaancc of  thG parlty  ol  thc Europe, aa dlclared to  thc IHf  (1)1 ln  rc-
latlon  to tha curreaclca of thlrd  ooultrto!  roulalr oa the other benilt bc tbc rc!po!-
alblllty  of EMF r1one, unilcr tbc tcohuLcal  eupcrvialon of  tbc lionctrty  Cotilttrc  (or
of a Conalttcc of Govcrnors) and unaler tb6 polltlcal  aupcrvlslon of  thc Councll ol
ill.nlrtcra  of  tha Ninc.
t.  llhla acperation  of  cxchange  functione ritbLa  thc Connunlty lc  thc .racaca of
tha propolcd Europcan  noaetary rcforn:  on thc onc hand, the clclence by'ncanc o!
Suropcaa, of  thc perlty  of  cech nationel currrncJr La rclatLou to thc Europr rould bc
tbc llqponlibilltt  o!  thc tratloaal ccntral  banks; on th.  otbcr hand, tbc trlk  of  ilc-
fcadlag thc parlty  of thc Europa Ln rclatlon  to th.  dollar  and thc cun.nolc!  o!  othcr
thltd  courtrlee roulcl be dclcgatcil to  thc EMF.
Let ue bc clcar that,  rlthla  thc a dtcn aalvoort.al ea at  pnacatt  .ach nrtlonal
currcnctr/ rould r.rah  frce,  rltbln  th.  llultr  of th.  Trcety, to troallfy ltr  ccntrel
paritJr 1n relatlon  to th.  Europe. Iha propocod r.forfi  1! tcohtrlcrl  ead lot  pol!'tlcr1:
it  doca not congl,et tn fullag  tb.  trhc  pari'tiaa.
fhia  ayetcn roulil  put en anal to tbc rtsttekc ltt  tbc tuaacll  thich  tr!  ln  rcallty
Itrvrntad for  lack of e European  currcacJr.
In thit  rey thc l{Inc rould drf.trd their  lltriparltice  and roultl kreP thc!
rlthln  a nargia rblch ig  Darrorcr than tb.  IilF ner6in, blr ncetr of e Suropcea U:alt of
lccount ancl a Europcan  clcrhtqc currrncJr.  Thcy roultl tbus rllo  avoLd tbc laoielt  of
utlng dollers  to dofotrd thc Europcen  ifr-'peritlce  ln  relatioa  to  th.  dollar.  llhcy
roulil  alpo eroid thc conplJ.caterl entl nLghty lrchLnGrt ol  thc !nlk.  ln  thc tunn.lr
rltb  its  lntcrvutions  on 28 dLffcrcat  cxchangc nafkctar thlch  toulal bc Ilkcly  to
brcek to piccac at  thc 811ght.tt cr1t16.
4.  In ordcr that  tho ccntrel  banka ney havc Europa; at  thcir  dlaposrlr  provla!.on
ahould br [adr  for  an lrsul,rrg proc.durc!  eny ccntral  brnk rould ba eblG to dcpoalt
rlth  thc EIF a ccrteLn aun ln  ilollers  o! conv.rtiblc  currcncy  of a thlrtl  couatr:r enil
ba crealLt.d La rxchaage rLth Eutoprr, It  ia  not acccggrrt  to nekc ptoviBlo!  for  e
(f)  lUc It{F rould hayc to rccogaisc th.  Cofinunitt a6 r  Currcnoy Uuit  ln  ths senr
raJr ea th.  GArT hrt  r.co8niscd lt  as a Cuetons CornunLty.
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cottul.oty rnount to bc ilcporltod. Erch ocntrel. bank rould thur hevr prpcr eilctr  ln
Europer rlth  rhlch lt  coulil lnt.rY.r.  on tb. Europr crchrngc narkct ln ordcr to drfrntl
thr prrtty of lta om outr.nct agrlnlt thc Europa, for rhlch lt  elon* la rcrponrlblc.
5,  llbc nerkot rt  th. hl8hcr rtrgfr  Europe rgrlllt  thrpur!.noicsof thtrat oountrt..l
roulil bc conttoll.al by thc EMF. Thc Cotrnunlty  c.ntraL brnkr roulil b. rbl.  to .,ct ln lt
e! op.rathS  rgcaol.ca  but oontrol rould 11r rlth  th. EllF elonc. fbc qucctloa rcnelnl
opa! rhcthct or rot thle Surope n$kct rgrlnlt  th. ourr.nclcr of tbird countrlc! abouful
bc flaxlblc or adJuateblc. I berc rtrt.d  ny vlcrglbovr. It  rllt  bc ncocaaery  durlng
thc ncxt trrnty y.rrr  to rekc pcrlorl!,crl .xohug. eilJuatncnta llakoil to adJuatacata  ot
a tredc nrturc. lbic rupport! thc rlcr  that th.r.  rhould bc etlJurtrblr rxobrltc rata!
1a rclatl.on to thc outsldr rorld but not flcxl.blo oncs.
6. Ic  rucb an latroductory !ch.[e  rce]lrtla?  fn otblr  rorilt,  i!  lt  concatvrblc to
hevc natlonel currcnctcc .xl,atln8 rlongBldc t  Europcen tranractlo[s  currettoy?  Could
thc cchcnc lagt?
Bchfud thc uuhrk.abl.  oppoaltion of  neay to  thc crcatlon of e Europcan
currcncy thclc  1r cvLdcatly thc conyl,ctlon that  guch a co.xirtclcc  aould not 1ut.  Th.tr
thlnklag rung goocrhat along thrac linet:  eltber  thc nationel currcncirs rl.l1  coat{n$q
to  bG lirlnS  currenclGar  uactt to gcttle  9O 16 ot thc tratlc rithln  tbcl.r national tcrrl-
tory,  ln  rhich crsc thcrc la  no obvloug Furpo!. in  haviag a Europcrn  curralcy;  or,
rhich ia  lor.thllrg  to  bc fcarcd, thc Europcan currchcy ri1l  bccoDo thc ltvlng  curr.Bcy
and 1111 graduelly  or bruta).Iy ourt  thc aatlonl  cu*eac1ea. Thls fcer  is  elL tho nort
uldcrstaldablc cincc t]rc sccrat hopc of  neny supportcra  of  a Europeen  currcncy  1c prc-
clrcly  for  such e fecling out atld such e vLctory for  thc Eurof  .
I!  ls  not dl.fflcult  to undcratantl feara of ra cxccgclvcly conplctc antl crlft
vlctory  of  thc Europcen curlcncy rhcrcby it  could b.  introiluc.d lnto  the natlontl  no-
nater  channcla  end ouat nationel currenclcs. Therc ia  a rcrl  drn6.r of  thir  beppol-
lag,  By rirlring  to  proBr.BB too fast  re !u!  th.  rlrk  of  failurc.  It  ls  not .nou8hr i!
ordcr to dlapcl auch fcera,  to cltc  th.  crtc  of  the lurodoLLu tbich  1! I  culr.ncy
clrculatinS  in  Europc atclr by 6ltlo rith  natloBll  currencleB  but rhlchr  up tQ nort
hag not herned the oxchalgr functloae of natloarl  currancles (cvcn though it  tey hrva
harrncd tb.  Qffcctlvluca6 of nation.l  nonct$y Pollclca).  rn fact,  tbc Eurodoller il
not e tranaactl,on  currency  Ln Europc: ao-one holda a chcquc book cnab}ing bln to no-
biliac  dcpoalta  la  lurodollara  (rhich !r!  Dolcover alreya tcrn  ilcpoaltc).  Thc Euro-
brak6 (thc part of th.  bahnca ahcct of our benkr rhlch 16 drarn up 1n dollara)  lrc,
fron thc point of vicr  of honctary thcory,  conpuable to  aevinga brnkr rethcr  than to
orilinary bankr. Tbut the reaao!6 given j.n Eupport of a rcforn  of  thc Eurodollart dc-
aigucd to reargur. peoplc rho fcef  la  cxcaegtvcly crlft  rlctory  for  thc Europe, are
urconvlncinS.
u?.
B-II
Nrv.rthrlclri  thr craoplc of thr Eurodoller 1a qul'tc atrlklng. In Eulopc thc
doller  la  thc currcncy  rhich nust be ulrd  ln  lntcrvcntlona on tho cxchenge narkctr rnal
lr  hcld for  thl!  purpos. bt  benkrr undcrtaklngr and cvcn ladivlduele  rjl.th r  lergc ln-
oolr  fron ebroatl. It  her thrrefora  b.comc thc baale for  en .nornou. narket fot  tlrn
dtporlta  end bank c!cdlt!!  1n thlt  forn lt  he! unltad thc Europcan currcncy nrlkot!
lartly,  lt  lc  thc unlt  uacd on a larg.  bond narket.
lhecc arc precltcly  thc rolca uhlch rr  rleh  thc Surope to  p1ay. Fltltly  a!  an
archang. curycncy oD thc lnt.rtrrl  Connunl.ty cxchaagc narket and on thc .xt!!nrl  ct-
changc n|rkctr  1..e. <lcelings tn aloller!;  accondly,  as thc cotlnodlty tradad on th.
Europcan  currcncy  oarket; and tblrdly,  a!  thc noncy of  Leeue and quotation on thG
Europcen  noncy narket6. It  ls  qu!.tc poaolble and cvcn deelrab).e  to prohiblt  lt  fron
pclfornin6 any othcr function:  1a particular  to prohibit  thc aettleraent  ln  Eurolt
of natlonal tranaactiona.
3ut tbe adrantege  of  aubstltutin6  thc Europa for  tbe Euroilol"Iar rould be
congidcrablc. If  it  rea controllcat by tho EMF, the supply of  Europaa roulil  not bc
auch a disturblng .lcBent ae, that  constituted by the unragulated  aupply of Eurodollarr'
thc ratc  on tbe market roulcl be atandarcl llke  that  of thc Euroclollar  but it  roultl bc
in  the hantle of the EMF aatl hcncc of  thc Monetary Connittec.  The aupply of noney in
Europc Could at last  be rcgulatcd  at a European  level,  nor that  it  can no longcr  bc
rGgulet.d at a natlonal 1evc1. Wc ebould final}y  be on the road to havlug a Eutopcaa
cerltal  narket nade eaeier by the existence of a sin5le noney of eccount.
15 January 1971
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Econonio and MonetetTr  Union Conpard
fhe oonposite t€l:rtr rtecononlc  aad nonetarlr  unionttl conprehande lssuas of Ehrropcan intg*
gration of very different c).arlty,  useful.ness anit feasibility.  The itifficultles  mcst],y a::ise
in the rr€oononl.o unj.onrt a:m of the conocpt. fhe Li.&e Bnd nothods for  ttnon€ta.ry  uni.onr ar€
porapelatively  rell  agrcetl; all  that iE vell-aglc8d rrgarrling  rrecoaomic  unj.onlt ls that fisoall
bu{8etaryr  and prices and inconee polioles are requlred to supplemant  ltrnonot&ry qnionr  aE
follm-upe  if  one ls a roonctarigt or precur;ors lf  one is  an econoql,st,  What these elsnentr
of rOoononio unton loply for European policy laqely  laok deflnitlon at preeent.
'  the aLns of uonetary unl,on arl rell-recognleeil: a wricurrenoy alea (a].1 the rest -
co4lon ocntral, bankr no cxohaatc ratcs bgtreen neobgrs or balanoes of palmonts, etc. -
follor)r  anct the nethod ls  nor nostly a6reed ln prlnciple  by pro-narket oconoBistgn This ig
ls  get dorn ln the Federal lrlrEt pape! of l,legnifioo-t{il.l,ianeon.  Very brleflyf  thig envisegor
the. oreation of a European ournarsy controllgd.  by a Eur:opean oentral bank. fhis &\*ocurrcnoy
ls to be ncar-floatlng agalnst ortra-Co@unity curreneies. Eristing Menbcr Statc ourncnoiee,
oontinue to cxlst no&Flookeal rlth  eech other, Ln the interrred.iate phe6., In the flnal  phaae
of nonctary uni.on, of eourse, ody thc Euroourrenoy erlEts.
l{attere arr vaFy d.lfferent in tha oase of rreoononio union'r. The oheracteriEtics of arr
rreoononic unionrr are so profounal  and rirlespread that it  woukl be guite ncaninglcgg  to state
then e,s elng to be achievcd  by thc Conuunity in a seconrl, third,  fou:dh... sta3'e of ilcconoolc
lnal nonotatlr  uniontr. Brleflyr  ln its  prlvatc sactor.aeptot  ,  econonic union reguires the
intetratlon of oapl.tal  anat labour narketg (lnvolving not juat the pcrmissibility but the
aotuallty of factor flcws throughout tho Cormunlty ln rasponse to econorql.c incentlvee). An<I,
ln ltd  public sector aElreotr lt  iroplles eoonoroio  pol.iay lntegration both through the budget
(rsquirinA  the cloulnance of th€ ih$opEan  budget) anat through joint  proo6sses (e,g. Suropear.
pLannlnSl  ptricss and lncone norns)i it  aLso inpllcs  ooflunon cosrnercial  1Er faoing buaincasee
and pelhapE labour uniong,  and oonuon ta:  gchedulsr (even pcreonal inoone tar)  and aocial
seodrity  syeteue.
It  is therefore hardJ.y poasible to clefine rlnterneiliaten  and (f,lna[r rtages of econonio
unlon analotous  to nonatattrr unlon. Certainly, a final  phasc, of cooplction,  uaSr never be an
ainr- lf  onJ.Jr a fedcretion is  evcr aoocpteble  to Ucnb€r Statee.
I  l{hich itsns ftorn thia rich ncnu night b€ stateal aE ains of rtecononio  unlontr in the ss-
conil phaae of econonic anal raon6tar? union ie verlr ctebatable,  Hhat eeers clear ls that onl,y a
vsfy sna.ll scLection iB feaelble.
What oriteria  shoultl gwera thig sel,sction?  ObvioueJ.y  the guestloa of political  precti-
cobt&lty ie pa:ra,notrnt. But within that oonstraint, tro prlnciples eta^nd. out:
i)  Choose policiea with the mavj.oss yield ln acocptebility or popularity  aeong people in the
Menber Stateg. lhie lg pertloul*rly  coneiEtent rlth  the 19?2 Sr.'mit dcclarationi
ii)  Foltor polioi.s rhlch aot aE a counteFralght, for social and politloal  purpoges, to th€
fnpencting  naesive  Suropean lntegration and le-struoturing  of business  ancl ind.uetry.
i  Sonetl4oBr  thece tflo prinoiples converger for  exanple, in nattem to clo nith  cnplopnent
and rcgionr; sonetinosl they alo not, fol  exa^nple, in the regulation of taksovcrs and nonopoly
\7plr ctlces.
fn  -er.er':l ir. 1Lr:
principle:.
nl
li"per,  we ch;"l1 be lookin:  for  polici.es  which con'rerfe  both
l,r:on. l. f. -l  r,een cr-i'l to emphrsise the bir  d.ifference lretween "nonel',.I'' unton"  end
"eeonomic rrnron" as a. contrrst between a conpaet or defined prot'r-mme as the first  i.s, a.nd
the diffuse, open-en(1edr  r,r.'iuie of econonio  'rnj.on.
l{owever, the contr;st is partly e trick.  The ain of nonet;4,  union as a single
crlrrency  ;rei- ig EILLI n proximatg  aim so far ;s  economics is  concerned.,  6ince it  on1','holds
economio rnerit if  tt  enh:rnces the ultimate economic 6ains e:cpected from the Common Markett
rnvclvrr.r re:.I incone lrowth rrtes  (suitabi'  .ru'lifieC b'  environmentr,l  f'ctore),  emploment,
r.n4  nri  aa  11:  fi  l i  *'
loth monetar,'union;..nd economic union in f.ct  have the srme ultlm;,te atmsi i't  is onl'
thrt  nonetr,.r'," union hr.s s hi n,i- catch-phrcser  rrcommon  cttlt€nor"rr  to hrnf on.
Actur.11y, a s,imi16r ploximRte, uhif.,'inf, mea,Bure of prog3esB is  ewailable for  eoononlc
,rriar.  Tl'ia ic  "tha si2s of Xhe Eu"oburlpet. in relation 1o the sum of Member-Strte brclfets.
This colreBponrls to the Europoen/na.tionnl  currene/ rne.su!€, but of course highlights  once
agiin the unrjefine,i or open-ended ni"ture of union, since some vrill  ar$ro that IUl" ot 2d"
buclqetar,T  trfrnsfer repreBents, the I'endr', cf the process.
The conetituentg  of economic union iict in l]. much more direct wa.i' on the ultimat€ aime
thrn monetrr.' union.  The'' ,,re thuc like1'  to l;e juC.getl mole direct],. ond nore hnrshl;;  tha.n
currenc; union.  The.,' r.,ro rnore acutel,r  observr'l:]e  b.'/ electori'l.es and the beLance of cost
(the "1.oss" of fiso; i  ar:d hrdSetr'r:/ | nf] econornio  mrns.tement sovereif,nt:/)  a,nd advanta€es
('.rrur]:l e cr ins to emnl-o7nent, etc. )  hatshl  ,- rntl unfi irl  r drr,wn.
Monettrly' union h..s a simple talcetr rnc ;: rer'sonable means of npproa,ching  it.  The
tir,-et  itself  is "athe" "rreutral't and academic r,s fr.r as pol"itlcrl  electotates rre concetned.
The relation between tlie trrget  r,nd the uliim0te eeonomic aims is not much nuestioned..
All  tiris iF the converEe fot  econo'nic unron.  l'le hnve r viriety  of constitu.ents
leadir:p Btrr"r-:rt to a viriet.'of  ultinile  nimB.  The advtnt','e  of operptinF theee on a
Europeo'n  sc6le h.s to be nmeh more 6rp11citL;'s+'1s6t  'nd 16 likell'to  be nuch tnore hrrshll
examinerl b'.' electorr.te6  in lfernbet Strtes.
As re,q,,rde the br lanoe betwoen  economic  r nd monetrr" untonr fnd the controvers'/ th.t
hl.s sornetimes strtounCed  their relative priori1",  the preeent writc!  find.6 him6elf in the
posj.tion of believrnrl that pressing forilarri wi1.h.s mnn'elemerlts of economic unlon  &a
poscirrle in rnost inportrnt ggg!B]!,  bui plr-resG on nonetrr'' union is more fea6tble
.: DOlr'ilCeII'.
Si-noe  monetr:X:r  union is  simp]er rjnd mo?e i.dvrnced in rim and methodr end proposa.ls for
t:rotr1.h pollttn exi$1 , thin peper wiIl  coneenr;rr.te  e.ln:ost entlrel',' on the less clear rret  of
eaonomle  unton.
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Economic  Union : hrdsetan voraus
Ertra-fudE€taIlI  orwtb Points
I{ost of the partictrlar policies usually incluttcit aB growth point! untlo .cdlomlc unlon
c&n initially  be classificd  as rcquiling  budgctary  lceotlrc.s or not rcguiring thcac (ovcr ancl
above ailministratlon).
1) Dndgetary grorth pointe 3 crpanBion of thc Social hrndp
orcation of an InduBtrial Pol{cy ard a Rcgtonal  l\rnd;
.  ii)  non-budgetary growtb pointe :
joint  rncdlum-tOrm  plaruring, capltal markat tnteg"ationf
monopoly reguletion, opcn public procursncnt pollcy, 6tc.
It  is  obvlqrs that the eecond catcgory is rethat opcn-onalccl.  And gcva:u1 morc ltcmg
could bc inclucted hcre, tnrt one problen i6 thc ttGgrcr to whlch conBultetions,  rlthort  btnding
force on lilember-statee,  ehorld. bc constnrcd  as g?owth polnts in cconomic union.  l{hcrc
tudgrtatT growth points are conoernccl,  they arc neoceaarlly  linkcd nith fclourco uac enil no
such blurring ocsurg.  Th€ list  under the head of crtra-buatgctary can be savclcly  pnrnofl lf
Coannrunity  instnrrnentr  are conBid€red  neceseary to defire a northrhilr  grmth paint, o! can
becorne ind.efinitely largc if  consultative telephone  callg arc alloved to ocunt.  t{hllgt thc
lattcr  ele no ddbt important, it  is  pcrhape bettcr to takc thc etrictcr  view.
Indeed, the plas€nt writer rouLd prcfer to cornt proglcsE mostly ia tcrma of buclgctary
growth points.  llorcvcrp thc road ls  obvlously hardast hcncl thlt  boomce palnl\rlly olcer
trhcn rc looh letcl  at the financing of brdgetary  Erovth points.
ft  io perhaps best to remenber the dietinction, havc a prcfcrcncc for budgcterly growtb
points ae having  more bit'e and molc effoctive  impact on Connnrnlty intcgration,  but not to
push the ilistinciion  endl ths prcfercnca  too hard.
Rather, it  lri1l be b€Bt to seLect a polioy on th€ criteria  ncntioncd, for cranplc,
rcgional policy, anal pueh it  forvartl aa a budgctarly growth point as fer as ncoourcts a1lofl,
but as an ertra-budgetary  orrbeyond thgt, i...  using non-financiel  ingtmmcnts, conanltptlon
and co-ordination of national rcgionel policice, stc.
Erdrctery Crowth PointB 3 FinancinE  vcra\rB
Emenditurc  aaoccte
It  iB mrch alebatod as to whethcr thc growth of publio scctor ogrcnclitr.ue  le ta,r-1cil
or dcna^ntl-1cd.  The trailitional  qicw iE thc l&ttc!  (dcmand for public Boode).  Brt it  ig
clcar that in gome pcrlods, the tax-lcd theeis canice nuch welghtl e.g. tbc nen lcvsl  of
€rpcnditure  Eet eftc!  the revolution  of tar  EystGriB by ra!s,  antl thc morc-than-proportionatc
to national  income growth of national budgcts in most OECD canntrics in thc last  fcw ycare
which may ba tlue to the ilfigoal lcvcragerr of th€ tar  systams ln inflationery timcs.
It  iB alguable that the tar-led ialca iE verly important for  the E\ropcan budgct et the
present tirne l  |he lliFtiiution  of "legources proplcarrwith propltious lor€-llr,n impl,icrt!.ong
for Comnnrnity revcmee.  Agalnet thie can bc argtred  tho fact th&t no politi,oel scttlancnt
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on fesources  propres pould be obtFined unless mogt membe"s ngre€d the need fo!  ne!{ e.nd
eJcpanciinf;  expenditure projectc.  Fel'h:ps it  is beEt to glve eFoh sidg e$t.l wel$t  rt  p!e6gnt,
though simpl,. i:risinp; frorn the present wrttp!r6  main interests, the finnnclng side is dis-
cussed prore f,ull;r in this  shq11 pi,ttt.
Financinl; Budgetar:r  Growth Points
If  i. Frrbstantlhl e1pansiop of CommunitJ. ercperrditure  pollcies is to b6 achieved duying
the secqnd phase of eponomic and monetrrr;1 union, it  appoarF that new Beurces of finance for
the Eurppean budget rnrst be fo1trnd along one of thlee lines  :
i)  Inopease in the Connnrnity V.A.T; above 1 per oent.
ii)  Uee of the pqrporatiqn  tr,x
ili)  Re'introducti04  of dirept contribu,tions.
Ihe preference betaeen these methods clFpgnds on a complex of feators.  It  nnrst bp
politloallli  sensitive (espcolallyl  do lqret  harm to the Communiitr  imesp anong r,;x?pp,1y'1ng
el.ectorates), equitable betwqgn ihg member  -stftes  (beln6 pnoportiopnl  or E1ie,hih.  legrcqgly€
pep national inc rme per head), reveruerraigir.rg fop n Eulobudget of sqrqg substa4ce,  n.nd gconol
mically serlsible in r.Ilowtng nctionalfregional  demp"nd  mane{Tement in the gbeence of monotarT
inst:fumepts which wirr disDpnear !'lith moneta.r:,'  uniqn.
.The wri,ter has expressed o preferencq for  (iii),  the r4qe of the cor?oration  tax, and
the TPason has bqen developgd in deteil elsewhgre. Within thg br"lf,noe of this  Ehprt pnpo!,
onl',' p bri€f  surnm-r;. of the comprfison  ls  strted.
The proposed s;,.otem,  w[ieh basigal].'  puts the corpoXation  tr"x in fpopt of the V.A.T.
as the Community  tirx in the merlium tern, ha$ the fol]owinc  merlts :
i \  ,t'lo  n^--.,  -i  +,, .-,./ tax Flr'stem, consisting as it  worlld do of the corporatiqn  tax a4d.
X per oent of the V.A.T. goes sgme wa7 toward fiscill.unifice,tion,  provides sufficient
levelues for the Eurobudget in thg medium term, a4d is  expandable  (by increasing  the
V.A.T. f)  in the lopg-term, if  fu"ther furobudget glowth is  tlren a.ocegtab1,o.
ii)  The menbet-state  trrpc s'rs{sng, nonsi.stlnq of the member'*state V.A.T. ps well gp the
non-hannonisable ta*es, providF ample scope for €jgg}.fLglili"l3li  r i.e.  the flscrl
'  manegernent of rqations/reglions  in ths Conmrnit;', pnd nlso leFves plenty gf refleurcea
in member-state  bur]gets fo3 thelf  otm autononors policios.
+li)  Po1it,icall;y, t}lat tax is  transfErred to Bfrssels which least obviouel.t.'  lmpingqs on
shop priees, end where sqpe of the ta.x-pf:,'ing  sectol would yrelcome the ooonornics
of a sinfilq tax pa:,'tnent on rn lnternriio4al  (0ommuyrit;,r) operrtion.
iv)  ttre corpqratipn  ta* is probabl,: r  sli.ght]'r progl'essive Commrni'!:r tr.x, st;t6-b'.r-
statc, compa?ed r+1th thg neqtrr.lit.,'  on proportio4alit;. of the {eA.T.
It  wil1 be seen thpt the proposal  comblnes ceonomic, political  and social mqrrtt.
Its  main rllawbacks  are (a) the varttinfl degree of ipcorporrti-on  of businegs in member-strtos
and (b) r possible segg1,a1  relative steflnrnc;' in tlle bese, profits,  compared with the brsq
of VAT, consumers e4penditl4re.
4l)c-1
';rhs alternative fi.nancing systoils can be brdught into relation, at least in their
revenre-yielding aepects, and in that eay, ln relation to the e:cpeniiiture policies they
wogld allow, by constnrcting  a series of hfpothetical Euroburlgets. Ihe figures arer of
cog1'aep approximate in the extrem€, but are sufficient to th::ow up some illuminatibg  facts.
Al-I the figrfes are derived from 19?0 ne.tional accounts and erre a.ll based" on 1970 p!ice6.
Later fig5rres, e.g. for 1980, thus refl"ect real rates of growth of national income and other
agg"egatesr but not inflation.
In the case of b.rdget I.  th€ fulI  flnancing  s.-;/stem is in force, includi.ng, that i.et
up to I per eent V.A.T. as required  to meet, essentially,  th€, costs of the C.A.P.  This
budget is  detennined by the expected g?owth of the C.A.P.1 irL fact it  involves the U.K. in
paying over between a 0r{ per cent and a 0r! per cent V.A.T.  Budget I  is not very real.istic
or intereeting,  except as a basis for  the e:ganded  Budgets.
Tol,al reverme
Tota.l revenre
Total reverue
Total revenue
Eurobudset f.  1980
1 pt u'u,,i-E$6iffi-liilc  ure s,/
y' raoo  C.A.P. e:cpenditure {.l.too
otherr erpend.ituro Y, 2O0
r,lrrooudaet -!r.  -LYou
(furfuse of 77" v.A.I.)
/,22oo  C.A.P. e:rpenditure f  15oo
Other emenditure  600
An important fact now clearly  emerges:  there is  no worthwhile  scope Left for  important
new policies wlth presentl.lr  agreed revenue provisions.
To make room for one o! more of these policies, levenue  sotrrces rmrst be e:rpanded  elther
by the V.A.T. rnethod (Commission method) or the corporation  tax method (as proposed in this
paper).  This is  done in the follolring  budgets III  and IV.
Eurobudset III,  19E0
^ -/ .. . (increment of 1% V.A.T.
added to Budget II)
i.e.  total  of //,V.A.T.
tl ZZ>o  C.A.P. e:cpenditure
Other e:cpenditure
[urorudset tv.  Lvou (coffiTiffieas
added- to  BucLget  II)
r  rvvv  C.A.P. e:cpenditure
0ther  erFendihrre
I rcoo
{ tt>o
{ rcoo
fl s+oo
The first  important lesson from Budgets II,  IfI  and IV lies  in the fact that considera-
b1y rnore scope alises if  the corporation  tax becomes the Comrmrntty Tax Syetem. To achieve
the same effect using the V.A.T. reguires an additional 3 I/4  ver cent ove! the 1 per cent
ma:clrmrm alrea{r agreed  and written into Sudget II.
In the case of the U.K. this would involve an increase in the standald !ate,  assumed
to be 10 per cent, of 5 l/4  per cent, which wo.rld b€ the Commissionrs  tax on the British
public.  Note that this would be full;y reflected. in  ehop prices so that,  once agai-n, the
public would face a substantial price increase ecting as a seriols check on enthusiasm for  the
+Inew etiTerldi.ture  policies pfovided for.
Ttris does depend on the base of the VAT and the bi:.se nf tho ccrpor.ation .iax g?orri'J: in line,  in both r.eaj and monetar;y terrns, io 1!80.
We have threo snail-sca1e policies capable of gbeat expansion.
The ol'ig:nal scope cf  the locial  Fund has alreadii been erctended, in  19To, so ihat financial intervention  fo" "attuiffi"settl-ement  of workpeopre  is possible  when *nern-
plo.lment has been caused either direct],7 or ind.irectl;r  b). Comm,:.nity  pol-icies,  Thus the onl,i linitation  ttl much more extensive use oJ the tr\rnd. lies  in }esources  nade available  to it (at preaent,  about 40 mn.u.a.),  prus perhaps a cl.earer clefiniticn  of qualifying purpos€s.
Over and above it  present  scopo, the idea has been moo-ted. of an eventual ertension to a
Conmunlty systen of social security in its  unenplo:.nnent contert.
The generai *spirati-ons of fnduebrial  pol-icl,, are well_known,  consistiltg of the p"omo_
tron cf greater size for the firn,  tre.nsflontierism an<j advanced technoloff/,  fhe only
existing comnrunity in6t:lmentr the loan-making E\rropean rnvestment Balk, should, ri  has been
declaredt be supplemented bv: cornmunitJ, nevelopnrent  contracts,  e, European Research  and
Development -A,genc.'|, .j Comrmnity public proculement poJ-ic),.  The first  tvro ad.c.itions world
create a cha.rge on the Eurobudget.
Smal] and piecemea) provision is pvpila-ble for Reqlonrl  polj.c:. Ft preserrt (tr.e
Europee-n rnvestment Bank and srnall parts of ECSC  ancl, prospectivel-r, cAp fr-rncis). The hottest
favourite as a growtlt point in economic union is  thus the least-e.d.vanced as to definiti"on  of.
princi-pIes  of Cis-bursenrent  and power to disburse.
An important lesson to be dxawn from tbe sketched Bud.gets rr,  rrr  and rv is that even
if  either the corporation  tax becomes the Comrau.nit'/  tax or the comnmnity receives  tlre
proceed's ot a 5 r/4 per cevrt v.A.T.r the revemes providerl a"e not all  that va.st, when it  is
consideFed  there will  be fully  n.ine cla.imants  compared wj.th the restrlcied beneficialies of
the CAP"
This prompts the point thatr even if  the ad..re-nced position 6f Blc.get TV were rea.ched
(whichever tax is useri)r a serious  question of prlorities  between the three new heads disqrssed
is reouired"  Insofar as expenditure falls  short of Budget IV, the ol.clerins is al1 the nore
1mp ortant,
'  This isr  holtever! perhaps not qulte as seriors a problern  when rt  :-s rroted. that there ls
considerable overlap bet$reen  the three heads, e.6. the;r :r11 have an empl^ol-nent.  aspect end thei
alj  have a re6lion;:I espect.
lfnether it  is wlse to press rn with tnree embrvonic  new policies. or pn?lr:rm,.te them
rnto a connon rndustri::l  Poli,c'/ integra.ted in principles of rpplice.tion end adninistration,  or
purs,re the c"eation of new F\rnds (end admi-nisterinf  depF"tmenis)  aton5:si,de the Social Ftnd,
rs en open cnrestion.
Ttre du.estion which would be the next to pursre, but which ii  is perhips premrture to do,
j-s what can be done in detail with a Socie.l-Industrial*Regionel  tr\.nd of the rnF.gnitude  of r'othe" expenditure'r  in &rdget rv.  There are numerous  lraj/s of melety r.ookiryl et its
ri)u-I
nrgnltud. bcforc attcnptlnC ary a:ulyair of ltr  cfflreolrr r.8. ln nclatlon to totel uacoploy-
uont ln thr Comunlty (tnpltctl  rurcnpJ.oynrnt bcncflt prr hrad); ar s plopor'tlo! of nrttonrl
produot of a lirt  of baohrard r.tlonsr or of tbc ntc  of, Srwtb of thrlr or thr rholo CoGu-
nitJr, or r6rln, lt!  oonparllon to clrtfug ncnbu-rtrtc alalrtrnoc to tnilurtrlor/rcalonrl
oto. o*o.
Basio llrucr o,f Eoonoolo Unlon: r Ro-Statcnrat
Souc bulo ieauaa Ln i.otod. unlon h!v! brcn la!.rril by thr rbort dllrcunloa tn thlf
papul but a nunb.r of otbcn am inpliolt rethcn thrn rrDllolt. Itthout Solr3 lnto aLtallr both
thc lnpllrlt  antl orplloit ar. rHtrt.al  in thtr ronrlu4iag r.otlotr on lloaorlr unloa.
1. Buda.trt?  gg Ertn-Bu{ctaqy  0rortb Pointr
11ttrir har bccn rlcalt rith ln r litth  <tctalI. Oac nlght f,col thrt thr budtrtery o!.. rnt
thc rocl rtulf of Europoan cronolr edvenorl but tb.Jr Lnvolvr thc nort Poli.tl.d oblttbl.r
bcotu!. ol thc ncrouroc  oort involvril.
2. V.A.T. vl Coraoretion th,r
0n tbc flnanolag cidr of budgctarlT grorthp rhloh ir  thc prrfcrrblc n thod?
l.  Conrtitucnt PolioiGs yg en Intr6ratctl Soolal/Rl61o!81 ftrtrd.
Shoulil ngourocr bc tprced tbinJ.y bctrcoa tbr Sorlal Funill hdurtrlal Polloy anrt Ecaleu}
Funil, or a mt of oonnon prlnolplct of disburrclrnt  applbd to r .lDgl. fturi?
{.  Conualty Polioy ettilcd tor or in llcu ofr Natloual Polloi.t
It rer obtoum ln our rehulatlon of bud3rta rhothrr acr Conmralty tr,rrtl.on  roqld rdal tot
or rcplaor, ratlonal ta,ntloa. In ;cncrale thcrr nrrt bc an rrprotatioa tbrt lt  roulil lu!.lt
aalalf othcilhc, to trk  en rranplcl e Couualty rrglorrl polloy ainply rrplertn3 I nrtlonrl
tal-ard-rrpcnctlturc  rcgi.onel poll.oy rould hevo llttlc  neaning, frurr url!3 tbr VAI roClal ldd
to tbc rutional retc, urin6 th. ootporatlon  trr  lnpllcr lt:  r.plroc!.nt by rrlra tilvonu.t
pcribapa fron othor parlr of th. tllr.ot ter l!rtt.!.
l.  tfclfarc vr Effloicnoy Pollclrr
lhlr ilirtlnotion rhoultl not b. pu.h.d too har{; .lns. ldqr poll.l.r  perte}c of both
aspcotr. Ent lt  rloct roletc to thr oritcrla urcil ln Dtrqgrrr.. torrrd tlbnolo ualonr rhoultl
popular aupport  bc rougbt by rrlfcre-orlcatcil  crpcailitunrl or indurtry botb ddrd rad rc6u-
tatccl by oarcful.Iy-choson  rubriallu?
5. Short-rnn vr Lon6-nrn Pollolcg
Th.r. i!  e tcnrlcnoy to plok oa tbc alonj.aattng  lsrur of th. tiD. rtral oolrialor tt $g tai-
tlal grorth polnt for coouonlo rrnl,oa - lt  rould brvo bccn r.el, grorth latrl  a fcr yorr rjot
nor Lt 1.. lnfletlon oontroll latrr lt  EaJr b. caytroonatal repcotr of pt'odu.tloD a,nd grortbr
Pcrhapa tt ls orr.Btlel for politloal. ruagonr for tha Cmunity to r.rpond to tbrrt llpalrtl-
veg. Ot th. oth.r hand, tho oteblishncnt  of ilcrps or Lorrgtnulr oonon polioirr (ud porlbly
budtotarltr oncr hevc uorc of thlg ohrrrotrr) ehoulil trot b. Lort llght of..
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{ Rrtun to thc lltcrrolat!,on of Eoonolo rnil lollrtrrrr Odon
'  lfc havc drelt rith aoac erplotl of coolmio  ual,on !.n thts paper acparrtcry frm aonotatlr
uniont linr  lt  gocns to bc thl brlf ol tbc cquctloa rhloh ie !or. obaourot rllvorecs  anil polltioally dl'ff{cult. &rt thr lntcrr-rol.atlonrhlp  brtrccn tba tyo uurt not bc too nuoh
lg'norod.
'  lbc lntcl-rrlatfoublpr rlth E6€ of thc i*urr  of ooonooio  unlon di,rauamd.  la thlr prp|r rhorld, b. BtrGBs.d.
. :  lton't*rtrr  unlon i9 a oonrtrrini.g i!filurnoa oa trvcrrrl luucs ili,rcur$d.,  althorgh a
poa-elbly ltlcrctllg  faotol oa onc kry ir:uc.
flth tha .l.rappcaraner of rort nonctarT !.nrtrnocatr f,or natloaaLr/rrgtonrl d.land mn.'.-
oent (crohr4t rate porroyl end. nattonar  noncy rnppry aral ratc of rntrlort polloy) rcrtrnoc
.heg to bc plaoctt on flroal aart budgctary iurtnuncntr. &ur tho n .A for firrl  ftcribilJtvp
parttcu'larly as !.8ardE latc:1 1u cr leln taJor terc!, r,rd. short-r.rlr rtablllratlon poIloy on
thc.cpcad.lturc  sid. of thc budgrt !5 xall.
Sinm tho v.A.T. ls r unoh rorc porc*ul ilovioe for thla purpon tbrlo aor?orrtlon ta,r, lt  cupbarcl the oasc for thc lctontl'on of fllsal fiLcribility  for thc folr.r  (dltl.rcnt  entt
oha'Dgrabr'  nrttorslr/rqtouer retu)l  rhllrt  tho lottor bcocra th. h$roBlr.at  c66udty t8r (unifom rtn[turc enil rato). anrl on thc cqnnd.itun tid,., f,r,oilitt.r urrt D. rveirabr. for
rhort-:irn aral,Ete,nec to d.Glr!.ar.a !.rions (f,eynatan ipublio rorlan t;rpe of opraditun)  ae rell  as fo! Ionglnm stnratural rc-dcvclopncnt.
0f oouno, the ertcnt to Yhioh tar.B ana thc lurtgrt ha.ve to bc ucsal Ln thcrc ragrs
tlcponttr ln tha ilcgrec of oomtarllbcc of Lnfletion ratcr ln tll.ffannt D.nbsFrtatcs. rnsofar
as thoy oomtc€cr  steblliatrtion  ir  e uattcr for thc rhorc Europcan  .ootrodJr, rn,r th..coeurity
crohangc ratc oan bc uscil. EdcYcrr ilccp cooaonJ.o unioa ln thc prlvatc lcotor mcu aa far off
ag in thc publlc reotorr atulirr tho scoond. pherc of srolol.o rDd [onctrrrr  unlo'.
T\rrning to the aspect in rhich rnoneta:Xr unio: ie a liberating influence on economic
uniont lte here hithelto aesumed that brd€et e:qrenditures  are entirely tax-finanoed.  Btlt
budget 
'leficits 
might be feaeabr-e, fi.nanced by Elropean central baiik i'sueB. These European t'gilt-ed.gedri might comrnand Bupport without backing,  as a Member-State  debt cloes, or need
pledge8 by llember-states in the eeconcl phase. Either rine of ailvance rB intereEtihgi  even
the second' avoide the tax obstacle to brclgetary e:rpansion whilst not directly blinging back
dirbct llember-State  contri-butions to the Conrmuni.ty.
'  Finallyr the progrese of eeonomic  union anci nonetarT, union could help each other if  a,s
many as possibS-e of the financial aspects of economic union that we. have d.isol.seal  are
tranBaat€tlin  the ne$t European  qrrrency (calLecl E\ropas for convenience).  The Eurob'ilget
ts cast in Europas,  corSrotations  (or Mernber-state  v.A.T. arbventi.on)  are pald in them,
European rrgtlt-€ilgedtr issuee are rais€al in th€m, and the benefite to regions or unsnployed.
people are paid in Erropas.  fhus the Eruopean operation is clearly d.istinguished from
nati.onal ones, and hopefhlly it  is a constnrctive a^nrl appreciated one.
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llhe Comrnunlt.y fudlpt end thc l{.mb.!-Strtrr  Eudertr
Introfuotlon
$h6tc rs. mrny inportrnt Dolttloal rnd ril$tslrtlrtlvr trnu  o*rounln6 tbr lurqpun
budgrt rith $hloh thlr notc ilorr aot a.rl.  Chlrf unong thr.. l.r tbr lnt.t-!.IrtlonrhlD
botrocn thc Prrltenmtr Cornoll of l(l.ntrtrfrr  rrd OqrntrC,on tn ihr pnpurtlon, agprovrl rrd
oontrol of thr 0onnunlty  tuilgrt. r
.  frthur tht. notr d,lrourru ln r grrllnfuuly ny thlrr roctqnlo lrlu  of prlnolDlr
oo$o.rn{tg  th. Oonwunlty brd6rtr rtlrp rlrr rn0 rrrllntlon.  lbr ftr.lt tro 11r olor.ly lntar.-
lrllti{r  tbr drtr.LoDlng r81c or firnotlon of th. oilrunlty brtgpt furtrg tbr rroond rtr6r of
cooaotlo rnd nsr.tary urdoal rrill thr rlrr of hil|rt tbrt tblr lnplld.  ltr tb!,rt lrot
,lnvolvu thc alooclr of rrrohlrg ruob r 6od ta 1980.
.  I$ dttou|ring  thc r0lo url rlm rt thr prrnnt tln., pbrn tbr Drlobgt tr tn ltj  h-
fanoyr oonrldcntlon rhoulil br gC.vrn to tqtt firnfuil.ntrtr  DrlnolDlrr of thr 0onrnlty 1l lalrr
tlon to thc limbcr.Strtrr.
Jurt u orltLolrnr hrw b.an nrdl owr thr purari.t of trhrmonl,rttlonrt  tr r dognr, to tbr
trrnrfs! of burlgrtuy  Do$.!r to r luloDrtn orntlrl urthorlty rhanlil not br lurl;1d rh1n.t r
brlrnor of ailventrgr Lr not .vidint.
0f oorrtr1 rnofinour roopr rrlttr .wn xltbi$ thtr oonrtrrtntf  rl,no. thr burtttr of
ggglg havr bccn a prl|nc irguramt ln frvou! of trrrogmn lntrgrrtlmp  rsrt tbi,r rnut rpgly to
nr$y gov.rnn.ntrl hrdgrtrry funotlont.
0n thl othtr h$rilr thr btnrfltr of !$Ig oftrn lnvolvr r lolr t,n ileoolrtlo o*rtrot o!
of, r fr.U,nG of DrrtlotDrt(on on thr pr,!t of rlrotorrt..r  It l,r !,rDortr$t tht!.fo!. to b.
rl'r!. thit thr rmltlltlon of th. tofty t,rt$Itrrtlol rbdrt thr oqmunity oft.n h.r!A - tbr
n${r!t rbd mo.t moal.r,lr fom of gllttotDrtoly ilrroolroy - nly !r(nrl!. $!g$giq!g! u mll u
ollglld&gllg of hrd$trrlr tuuotlonr. tft.!  rII'  tbr vlrlon of ror of th. faunitnc
frtbrlt of thc rnovmrnt  of &uogrrn lntrgrrtton rrr of r 0curuntty of pmtlrlly - nlf-  ,
towmlng Provlnorr rroh of l0 ntll{on groglr ol to.
Eol lop-rldrd  1r thr dlvlrton of hr03rtuy por.lr b.tn at tbr thrt lrvrlt of
govclirsrnt rt thr D .r.nt tln. o.lr b. gelNd f,lql| tb. flgurrr hLor  r
r  0n ruoh qu.rtlonrr rrl D. 0oombrrr lbdorrr of lLr furr ln thr Drrooun Ourrualtlrrr
Obthm Uor../P.!.P., Sovmb.! 1!f!
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figsres imply. (ttre difference in centralization shorn by this m€thod in the caee of ths
three neL members is,  however, interestlng).
The immense qr:.estion  before ue in the budgeta!.Jr  sphere, imposeible of course to com€
near. to answering at this time, is what the eppropriat€  cu,vieion  of the fiec betreen thq
three levels might be, congidering the crj-tera of large ecale for  economic efflclengy,  awl
sna1l scale for people to achieve  a feeling of democratic  participa.tion  in decieion<naking
in the public e:rpenditure  sphere.
fhe 3roadR5le  or F\rnction of the Conununit.y  brdget
The irnplicati.on of this grand design so far as the Cornnrunity levcl of the_flro 1r
concelnod is that it  should take ove! those budgetary  functlone $rher€ Bcals cffccts rra
prodominant. llo go to the opposite ertreme and, f,or the Eake of argunent, to consider thr
a&ni.nistrqtio4  of looaL progammeB of public services, pi.an:ning and welfare from 8nrs861s is
only to invite d.isenchantment rith  the Suropean Cormunity idea cspacially  ae the ilesllr  for
invol,vement  growB  anong the young and the e4anding  echrcatqd c1ags.
Moving tor.tard a more practica)- level, tha firet  approach  to a realization of theec
principlee is to think in terms of government  eryenditures  of a rtbrsinegsrr character  aa
oppooed to ttsocialrt, ,tpet.sonalrr ot' rrwelfater  e:qpendltures.
On the financlng or taration side of the brdget, the proposition was matle in rny
previous paper for the Stud.y  Group that thie should. be raised from the business eector rathel.
then the personel secto!.  The Comrmrni.ty alrea{y aoknowloalgee  thig in part in not havlng
arly plans to ba:rnoniae [ember-State  personal inoome tax sy6t6ne (et 1east, for a very ].ong
ti.me) since these emlody the deepest national  idiosync"eBj.es.  Using the V A I  as a
Cornnnrnity tax instnrment is  a half-way application  of the principle, being paid nominally by
the businees sectorr hrt clearly in everyoners eyes, effectively by the public.  llhe corgo-
lation tarr  on the other hand.r is nominally paid. by the bueinees Eector and might par{Iy
fall  effectively  on hrsinese earnin5Ee, which in  compensation  are assiBtcd. by tho igrvioos
rendered by Conrmrnity  policies.
Thus the eane broad ciivi.sion betneen the bueineee Eecto! and the Deraonal soctor
should be al"awn on the etpenditure  side of the E\uopean budget.
Such a scheme has ma,ny ad.vanta€ies.  It  iB the area of government  erqrenditures  where,
a priotir  the most important ecale effects are likeljr  to be found.  It  matche€ up the
paJments and benefits  sid.e of the E\Fopean operation, if  t&xetion ig to be reised in tho
main from the hrsiness  sectorr and places it  in that eector of national sconomioe  moat
favourable to E\ropeanisation. And, conversely,  it  doee least  d.amage  nhere  damage can
easily be doner in national sovereig.rrty over health, educ&tion and welfale policies whara
national differences in apprgach  are at their height.
As one proceecls beyond this broad division, diffiorlties,  of coulee, increage.
This arises partly out of the existing claosification  of governrnental  activitiee,  both as
regalds adninietrative stmcture (existing ministri€s,  departmente,  etc.)  a^nd financing
(present classification  of e:rpend.itures  in tudgets).
The desirabLe  apploach trould be to revien "businege,t type e:penditure  in  each.  C-II
Member-Strte budset rrnd see in whj.ch cases useful scale effects could be obtpineri es e
preliminar:l to welding th€rn toqether into e Eur.opean polic..  lut  currentl.,.  conventionrl
departmentr:} catefiori.es  on financii.l heads me.. include eppropri.,'ie anrl in-ppropri.-ie  European
budget expenriitures.
The best prospect fop ihis  tnsk lres in work in pro.gress in the functj,onal  re-cla.ssifi-
catron of government expend.itule  accounts.
0n the broadeFt pL.rnet internationnL orfanisations  have beon endea\tourlng  to compare
various elements of "sociaL" e)cpenditule,  palticulsrl.;  heaith, educatlon etc, 1n differeht
countli€6 includin,l  the M€mber-States. +
These are of onl.y mr.nor asststance in the determina.tion  of approprj..,t9  Comnunitlr expen-
ditures.  The reaEons  are two-foLcl: (i)  more attention is paid to the rsocia.l" side of grblic
eilpenditure tha.n the rrbusinessrr  s:.de where the rnain potential for European budgetar./  a)rpendi-
ture lies  (ii)  tire defrqe of agg?egF.tion is  still  -loo 6reat.
4 better prospect lies  in the detailed  func-bional  re-classificntion of cert;-in sectors
of certain economies  undertaken  j.n connection  r^rith P,P.B, ("Planning, programmin6r,  butisetinc,').
.  Work in this  direction,  originatinf, lerge1..' in the U.S.A. is  treing pursued internall:r
in some Member-States. As an exantpJ.e, there has been some non-official work in re-classifrrng
U.K. governnrent e:qpenditure on health, Iair a-nd order, ed.ucation,  tr;inspgri on .  mlcro€conorilc
basis r*(thoug,h not necess?ril-,,  in r 6s--suilrble to disting.rish the possibilit:r of scale
effects).  And the cornnencement of the presont U.X. ,rovernrrent  1n l97l  saw iha estrblishnent
of a P.P.B. unrt attached to the Cabinet 0ffice.  The U.K. Coverrynent rl"so now oubl-ishes  a
broed functional classification  affD.r,l,f ',;. ***
Ii, is not possible .in these notes to revrew this work in rletail,  o! tha.t in o-lher
Member-Stetes. In artv cilse, the functional re-clarssification  used would not be in oorresoon-
dence o3 exactl:l suitr,ble for the purpose.
The establ"ishnent  of a standardized s.rstem of errpenditure re-cla$sificetion  for the
Community would seem to be a desirable,  J-ong-run tesk for Directorate D of D.G. II  of the
Cemrni ssi on.
See, for  exernple,  0.n,C.0,, Exeenditure  Trends in 0.1.C.!. Countries,,1960,-1p,EO,  JuIr,,,l!'f2.
** See P.Else, Public E:cpenditure.  ParLr!:lne4t €.nd P.P.B.r  November  l9TO.
***  See H.M.S.0., Br!1ic E)cpendlture 1969-70 ro 1974-75,  and arvnreltr.
see also Federar I{inistr:/ of }'i-nance, I'in-ncir.l planning in Germe.n:'. rq?0-?4.C-II
llhe ReLative Size of the E\rlgoean Eudeet
Thig nas deelt with to sdre ertent in my previors pape-r for the Study Group.  As
mentioned  there, the forecaEt of eizc in 1980 nuBt be ba8rd on an appreciatfon  of both tha
financing possibilities  for the Corarmnity budget and tbq demanii for govslnmont suvlocs et
the European level.
The folecagt irl that pape! lras deri'v6d largely flon ih.  financlng eitte.  The ft6uro
alriv€d at fo!  tbe total  elze of the 198O Srrobrdget vae fTrOOO mn. o? approxirnatcly
1'f,000 u.a. (at f9?0 prioee).  flhie wae a ta:r-baged b*dgct, usin6 elthcr th3 plooGcds of e
Comrnrrnity corlo"ation tax or a Conmunity V A T !at6 in thc trtsnber-Statar  of abort t[ pcn oqnt;
It  does not, of oorraer  take account of the possibllitice  of addttionaj.  capltal c4cndftureo
financed by ).oan finance (or crrrlent erpenditure  fin8ncail  by loana), nor of ourcnt o!
eapital e:pendlturea financed by th€ r€-intnoduotton of dircot contrlbrtiong by tmba!-Stat,.E.
If  we continre to confine oureelves  to tar-financed cqrrent erpudtturaBr lct  ua, ln
the light  of the dj.ssu8Bion  in the plevious sections,  Iook at the qrestion of iiac  frcm thc
derrand side.
The first  approach  corld be called a "balanoorr approaob -  ttTin8 to judge what arc
prop€r n:.tional  o:cp€nditures and seelng what remalne for a Commrrnity budlget. Let us make
the bold assumption thet risocialr' efpenditures, * plus etlucation and public erpenaliturog  on
houeing, are not appropriete  e:cpenditures for transfcr frcrn national  budlg€ts to the
Commrnity budget.  We then hav€ the following Bituation:
U.K.  y'" A.n.P.
at cu'r?nt pri.qc,!
Total aurrent e:cpenaitule (196749 average)  27,9
SociBl 6:eendituls.  (1970)  12.3
Edrroation  (1955)  4.6
Housing  (1965)  3.8
Frpnce
Total current e:cpenditure  (tgtO)
Social e:rpenditure  (fStO)
Educati on
Nethe}lanalB
( 1966 )
3't.2
20.7
4.9
44.r
19.9
Jt.o
1A n
Total qrrrent erperditure (tgfO)
Soci.al e:eenditure  (f9?O)
Oermany
Total current expenditure  (19?0)
Social expenditure  (I9?0)
* By the O.E.C.D. definition,  e:rpenditures  on healthr old age, unemploynentr farnily
allowances and wat and disebilit.y  pensions.
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Sources  and Notes
.1.  Current public expenditures idclude tlansfels to hougeholds  and abroad., subsidieg e4d
debt rnterest.
2.  Statistics from O.E.C.D., E:oenditure  Srends in O.E.C.D.. lq60-1980, July 1!12.
Thp ironmnlptphpss  Of statistiqs  on a cOmpetable basis prev6nt6  mO1.e than the br9ade6t
overview using this  rrbalancetr approach. It  does appear that roughly half of public curr€nt
bu.dgets in the Six plus U.I(. involves socia.l expenditures  as defined.  That is to sa7, e
balance of \B-2cfib  G.1{.P.,  remains after socir,l expenditure. Anothe! B/i ta ror.rshlf the norrn
for education  and public assitance to houeing.  The remaining  foit; C.N.P. still  includes  the
rnajor 'rnational"items  of nationat debt interest, internal law and order anci maintenenee  of
nation."l defence forces.  Defence in  some ceses (e,1. France and U.K.) accounts for 5f C.N.P,,
so that we are finalllr  reduced to a figure of 2 to 3;., C.W.f. as potentiall;J tla."psfera.ble
Itbusinesstt e:cpenditure.  *
fhis is  still  considerable si.nce as stated. in the Introduction, the L973 dra.ft
Community budget represents only some O.6ib of Comrnrnit;;  0{P.
The flgure arrived at for the size of *.he Duropean budFet in 1!80 from -:he flne.ncinq
sid.e, nameL,'r L/'OOO nn.u.a. represents 7.8/" of projecteri Conmrnit;,. 0{P in 1980. **
L  L4  L.I
Total ourrent ercpenditure  (fgfO)
Social expenditu.re  (19?0)
Bel sium
Total current expenditure  (19?0)
Soci;J. expend.iture  (f9?0)
LuxembourF
Tote,l current exlgenditure (tSZO)
Social e:c.pend.iture  (f970)
Thus, i.n summar'/, this bro?d approach suflf,ests:
1973 Budget as drafted
1980  "  (financed  b;,, corporation  tax of 4i1 CNP)
1980 ', (Provision for  "businesstr  services
at Comrmrnit:i'  leve1 )
12. 3
34.8
34.8
17. r
O. 6l'6 Comrmrnit:r Gt{P
1.8i6  ,l
2.o4.qL  "
0f course, the demand sid.e would. be onl.1 properl.-r dealt with not b;z this residuatr
procedure, hrt  b..r a positive review of g.overnnent aetivities  b;r function usin6 PPB work.
*  The fi.3rre of 3), would be rouEhl:,' correct in the U.K. case, since this would comprlse
the headings:  Agriorllure, fisherles , foresiT)'i Research Councils; Trader indqstly a.nd
emplo;ment; Roads; Transportl in BrlLic Xxpenditu.re b.'r P4or:arnrne,  in HMSO, Cmnd  4578
** From 0BCD, Growth of Output, 1960-1980, December  1970
5ourt  I
Ae stated,  one lg not ab16 to do this at present,  hrt the approach  rould singlF out 
i
elsrnente ln tranrport, fucl,  rcsgaroh  qnd other industrrial  s:pcndlturoq  rrhcrc opcretion on a
blgget scele trorld be economically  justified.
AlloeBtion.  Econonic  l{aJrarGrnent and Redietribution  throuah the Communlty  hrclr'.et
It  is most important to emphaeise tha.t the vi6w of the Conmunit:/ budget thF"t l{e have
been takingr anct the detcrrnination of its  eiae, waa bagecl etriotly  on ita  allocativa  firnction-
where the provislon of publlc goods baecd on EcoL€ .oonmlas rra juatlftrd  nolt ful-ly on till
Fqropean leve1 of govarnment.
llhi.s dors not necqEEarttry  oompleto  tha pictur€ for th€ type antl elzs of Europeon
budget that might be Justified.
lfhen we coneider the rcaponsabilities  for dgmand-rnana8cmont of th!  mgd.rn govr'rm.nt
tax-and-cxpe,,diture eyEtem, we have to ans$rer the Barno quogtion ae to thg divlgion of thc fisc
b6t$€en thlge levelE of goverrment for thig zurpoao,  ae wc clicl in the oaEe of tha tipufcit
provieion of public 61ood.s.
l{hat aliteria  oorreepond  to those lrhich opgratod there?  Tfe anarcr Fattly ilepcnls  on
the trregionrr  for whlch clemand manipulation ie nocesEa.ry.  If  lt  bo the nhole.Conunrnity in
relatiqn tq outgide blocs, cleglLy a Comnmnity  in€tnrm€nt is appropriate.  b.rt, taklng
eccount of mon.ter'y  unlonr et this level crchangr  ratG pollcy  niIl  !t111 bc svellablsr  go
ter. or orpTndltule poiiciee are perhaps lcaat reqrrileil.
If  the |treglontr iE the Member-State  or province of a gtat€, buclgctary pollcy is  going
to be impoltant in the light  of mon€tary unipn but it  is problenatic whtthcri etabiligation
ehould fa1l to the Coflmunity level or national (or provincial) Ievcl.  Thc solution  may
be al.ong the following  Iines, co4sistent  with tbe previors a.ctlons of this papar.
A8sistanc€  to an ailing rcgion partakeB of ghort*term  incqne Bupport policy on the
one hapdr and long-tarm stnlctu,ral  policy on the other.  fhe ConmunltyrE  rrhrsinlaatt brrd5'ct
vtoul,d take care of the promotj.on  of induetry and infra-etnrcture  in tbo dopfasgcd rtgtonl
whilst temporary income gupport (uncmploynrent  pay ancl othar social sccurity benefits) r.maind
the reeponsibility of national (or prorrincial) budgets.
Thie is a eeperation of tex-and-eicpenditurc  policioe, requiring certainrrorn tqx
reBouloEErr  for the Cornrnrnityl  and variability  of cgrtain taxee (ttunharrnonisetlont')  ip
mombe!-states (or ppovinces).
Thcrc does not aeem any economic oase g+for  the "ingona a[ppqrttt pa"t of rogionel
policy to be in the hande of the Cornrmnity,  Ttris statornent would be rnodiflpd, horevcr, if  a4
ercplioit fed.iEtrihrtion policy became acoeptable  to the Codfiunlty.
Turning to this third asp€ct of rnodern budgetaly operations, rqdigtfibutlonr allstinotions
ale again vefy important: tedlgtlibution between membe!-statee,  betwecn legionst bctxcrn
houeeholdg  in, different income grotrps?
It  ie harttl;r worth rnentioning deliberate redistribution  betireen membcr-gtateg  et prrs.ntt
since such a departure fron natj.onal .ilste rEtour fe nqt likely  to comc on cutright redlstri-
butional  grsunds,  but rether aa a consequerx:e  of the op€ratj.on  of Er.rropcan prlnqiplrB in the
qTC-II
distribution of Eurobud€iet public services.
Redistribution  between regions might be a better bet, althouAh not on s;lstematic
crlteria  such as relative regional  income per head.r unemplo.l,rnent  leveJ.s, or g1.olrth rates.
Rathe!, a few abjectedlv depressed. regions ma,r qualif;/ for special asststance irtespective
of countr:'y'.  However,  this would simpl;,'be part-and-percel of the ilbusiness-typer  stn:.ctural
support to a region discussed  in  the preceding  paragaphs.
Pereonal or household  redistribution should,  brr all  the arsrments of this papep, be
left  within the sphe::e of member-etat€  trdgets since this reflects netional  attitudee as
clbsely as the sto'ctule of pelsona]  income tax and most of sociar se.'*lt_.r.
lhe result of considerin5  the stabilisation and redistrih:tional  aspects of the modern
budget ha.s ad.ded littte  to the proposed r6le and size of the Comrnunlty bqr4**, except the
,hrsiness  or st:uctula1 si,de of reglonal po1icT.
This involves the same type of e:gend.iture as suggested. for it  under the allocation
btanch: it  onl;' clualifies the d.istribution of those e:qpenditules.  It  may b9 algged, tha.t the
fi8rre  derived from 'rallocation't,  swte 3 ",1 Canrmrnit;g Gltp, wi.ll prove too 6ma]l to provide
Comrmnity wide common services  to brsiness, and special e4pend.itures j,n otagra4t regions.
Then there is a case for a Lalger than zuggested  Conrmrnit;1 tnrrlget.
What has been said * concerning  the functioning of the European budget and its  financi4g^
might be accepted as a goal, but the road. towa.rd it  seen as a daunting one.
For e:campJ.e, the obvious  objection to the idea of the use of the colpola.tion  tan as the
main instrument of comnunity financin8 lies  1n the present heterogerplty of corpole-te  law end
practice  between one member-state and another.  Tiris is,  of corrse, a pr:oblem,  which woulci
lead to great  ineqrity in the national  and sectoral distribution of the comrnrrnit.,/  tax burden.
However, let  it  be remembered.  that the harmonisation of corporate raw rs equauy an objective
of Community  development  as hannonisation in the harmonisable tax area-s.
The unj.fication of corporate law and. the corporate tax ba.se courd therefo:le tre seen as
a single process.  the way ahead nppears to be the creation of a E\.ropean  company code, unde!
which  some companies in  some menber-states  would incorporate.  It  could be these conpaniee
which pai-d tax on their  earnings to the Communit;r,. This would provj.de a gradur.l transition
from national corporation  texes to a. E\rrope:n one, and a gradual bui.rd-up of Cornrnrnit:,,
budgeting  r€venues.
fitro problems arise: For the first,  companies ma;r requitie  a.n j.ncentive to incerporete
uhder European tax 1aw.  since they are 1ike13r to be multi-ne,tional  compeDles, tbe advantage
of, a streamlined tax pa.)rneht  on a nrultiple-fiember-stete  operation night be sufficient.
Alternativelvr  some sl-i8ht ta)c adva.ntage compared with the total- to be pard to member-state
administrations  night be necessary as on interim meafll.r.e. fhe second problem j.s that, during
this transitional  phase, ir:ter-nernbe:r-$tate  eqrj.ty as rep,prds contributions to the Comnnrnity
bud'get might be unacceptable, dependi.ng as it  woul-d  on the proportion of a. menber-strtes
business which was transacted  bJ, Elropean  companies.  rln equa.lisation  ssheme  might be
necessall  in the trensitional period, and a rrfairrt balance stmck betlreen nembet-strtes  on the
besis of total  corporate earnings in  each state or some oiher measure of business  cctivit:r.
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&rt this  shoulat be avoicled if  poesible.  If  jg€jglglg  ehould be g'ivcn up oar the bancfitg
Eide as implietl by thi.s paper and Er.rropea.n principles of disbursmant eetablished, thcre ig
no oase for proportionality  (to CNP corporate eatningE etc) on the tax Eid€.
If  these difficulties  of transition can be overcome,  ths inportant aalvantag€ ls
added to the previous merits of the corporation  tax as the main Community  fiecal  ingtnrhsnt:
narneLy, that tbe devel.opment  of E\ropean  compaqy 1aw dnd taration beconeg a singlet
rmrtual 1y-reinf orcing,  progtariln€.
So nnroh for the transitional  probleme of lcachlng  a argg.stoai  goel. of Cmrnity
financing.  Similar trangitional  plrobloms are involved in rnoring torald thc goal of a
Comrmrnity  budget with an ertencled  tnrsinegs-orientateal  erpanaliture  progranne.
" ItqNotes on some pubric  finance i6sue6 ar thev rclqte  to Economlc union
In the dlvision  of  publ-ic policy  functLons bctrcen the Conrnunity  and Mcrnbcr
statesr the tendency has been to proceed by enuneration of  likcly  arear for  conmunlty
pollcyl  transportr cnergyt industrial  research and dcvelopnentr  ctc.,  thece bclng nc,
rely  an extenslon of  cnbryonlc policiee  Ln existence,  and perhapa vaguely baqcd on
notion6 of scale and cfficl-ency.
A more through-going  appraisal  of appropriar:e public policy  powerq for  the
Community in  an econonlc  uhlon mlght drar on Bome of  the standqrd, qnd ncrcr (1),
discuse{one (and controversiee) in  public fi.nancc ccononlc6  of  the 1ast ftr  tcarr.
The6c notrs ere an encreavour to briefly  relate  rone of  those leeuee rhioh r.co, rolcva4g
to the public policy  side of  economic  unlon. They refer  largely  to th? conmunlty bud-
get 1n relatl-on  to  Member statesr (and Regional/provincial) budrcts.
The broad craasificatlon  introduced by Huograve (2)  for  thc dtudy of  tax qx.
penditurei or budget, syatene can bc usecl and rhere neceesary, uscfully  rxtqgatGat to
include non-budgctary  public policles  as rcll  (t).  f.bi.e cla8siflcatlon,as  thrcefold:
the allocatlon  branch of  the budget, the stabiLlsation  branch policy,  apd the illctrl-
butlon branch policy.
A I location
The case for  the public provision (4) of  gooae
-  sithin  the general context, of  course, of  the type of
\llestern  European  countriee at  present are -  has alreys
public fi.nance,  but ha.B tecently  been the eubJect of  a
econonic6.
rathe!  than privatc  prov!.clon
eocio-politlcal  eoclctiea that
bcen thc claasical_ larua in
ner burst of  disquccLon  Ln
The impetus to this  was the juxaposed  observed faats that,  on tho on, handr
the relative  eize of the public eector is  groring steadlLy largcr  ln  ncerly aU
O.E.C.D. countrLes (5),  aDd on the other hand, that either  (a)  taxpalrcrr fccling!,.!a
belng thrartell  and in  rcvolt  (5) or (u)  ttreir  regponsea,  1.e.r  thc dirappre*noa of
Dloney  lll"udLon  and cLeina for  ever larger noney wage and ealary lncrcalcqr  plue the
enLarged  pub11c expenditure itself,  were prime causeF of  infratlon  (z).
(1) Actuallyi  the econonlcs  of poli-tics  and of  the structure of  gorernncnt, rhich  rnay seen partlcularLy- appropriate hercr hae been ona of  the noat activc  flilile  for pub1lc flnance scholars in  the l_asi few yeals.
(a) fn R. Musgrave, Theory of public Finance, (Mccraw Fil1,  Ner york,  1!!!)"
(r)  I  afsttnction  raade in  ny paper for  the first  nreeting: rrlntrod,ucto!, ConDcnt!  on Economi.c ancl llonetary  Urloni'.
(4) trrre haa, of coursef both a productl0n  a:pcgt- and a collunptl.n  arp.ct,  rhlch  do not ncccrsarily  corrcepondi xe sha1l deal ,j.th  thi€  later.
.',3:;"o;Bi!;D.,196o.198o(o.E.c.D.lPar1l,
(5) as an example of this  viev,  ecc J.  Euchenan.and  M. Florcrarrrln  AnalytLcal Sqttin8 for  a Taxpayere  Revolutionr,,  Western Econonric Journal. i956.
(?) "lt  18 a queBtlon rhether the pro8ressive  reduction of the eharc of priratcly  fi_ nanced  coneunptlon  has aggravated  inflationary  tensionsrr,  fro6 O.E,C.D. ExpendltUrc Trenda. co. cLt.
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lhc rnodrrn dlaculllon on th. rorc or nrturr of r publlo gooit, rhloh hrr bran lntcnlc throughout thc 1!5oar hrr b..n atonlnrtod by thr rtt.npt  to itcflno thc oherec- t.rlltlc  o! r  rraootalrt good (er opporcil to lrrncrj.tn good)(1),tth r  oonparag,v. !yl_ lurtlon of thc thrrc oh*eotrrfutioc of ruoh r  good! Jolnt auppry, lnporaibrlity of
cxolurl'on of partloulrr conlunar!r lnpocaiblllty of rcJcotloa by oonaunsrl. lbr rclght of rnpherlr nor 1l'r  on thc tnpoart'blrtty of rxclualon (a)r partlouhrly  brceurc thla provldoa th'  nolt lnportent .l.n.nt  j.n thc dtf,floultlcr of nulrct provlr1on of ruob
6oodr duc to pllohg probhner ratl thug thr arcd to conltaler fornr o! publlo pro-
vtaloD.
lha qu.rtlon h.r.  oono.rn! th. r.hiion  of thj.r dlaouarlon,  rbloh hec oooupl.al
e good dcrl of publlo finenoc dlsoucrlon both hlrtori.orlly .nd r.c.ntryi  to thr thrrr-
Irv.l  .y!t.n  of !ov.r!n.nt la tho Cotauntty.
Colflnlng outrll'v[  to thrt lta  rrlocLrlrr 6ooda on tho rbova orlt.rlonr lt  tf  r mttr'  of tlylng to dltrrnlno thc uarroldebb lplrl-ovor of e pubua gooil, rbloh gty.!
r  gul(l' r'  to th. illvfu{on of ltr  provlrlon b.tr..!  diffcrrnt lcvclr of tor.!E[.nt. But thcrc rrl  tlo  orraa h!!rr  th. aar?tca nrotrnrLly oerri.l  rlth  lt  1ta orn brarflt rltlr  ot tht baD.tit rrlr  1r rt  oholg.. Exernplcr of thc flrrt  nn6r froo thr nr- o"rafl'ly  lerSr-rorh erte of brnrfl,tr of nuolmr thfrncc to thr lrnrrr-rorlf banaflt o! oounerltlng ptoph on locrl houtlnf rnit phnnlng probhar, lhrrc thr boacfit rrtr
1r rt  oholo'r th. ptlnotplo of p.! orlttr  l.rlt-oort  provLrloa glv.! ronr. 6utrlo llac (t) ,
Thr rxprndltur. rld.  of publlo (roolrl)  goorlr bra ltr  oountrrfotl  oa thr trx, or flarnolng, lLdl. tivrl0ettng  thrr,  the rlaplrrt  n.thod ir  to rdopt th. b.tr.frt prlnotpb h$rt  (rrncnb.llng t.  lt.  rtlll  only d.rltng rlth  tht rlrocttlott bnaoh) fror thr voluntrry-.xohln8.  rpproeoh of wlohrrll-Llnrlehl-Hurgrevr (4) ttld tq try to ilrtoh thr prylng group to th. b.n.flttlng  6roup.
3o fr'r  t.  hrv. r n.rt  thao!.tlorl tpproroh to tbr coEnunltt builSotr lt  d.rlr rtth proJrotr rlth  Conrnunlty-rlir tplll-out  on trohn{orl liroundrr tnd rh.r.  brtt_
aort ftry dlotrt.  thlr.  lhr flaenolng  .1,d. nrtoh.. thr,..
(1) I  ttroolrt' 3oorl 1. on. rhloh hr. to br oollcottv.Iy  oon.un.d boorual of trohnlotl conrld.trtlonrl  tho oonrurptl,on o1 1 rrql;1trt sooc-ir-ioiiliorlt  irpo.ic-ii-iiii- vlilueb to e !!|rtor  or lolrrr  rxtont then th-y ioora-o[io.. .r.rol.ln!  th.!.! pecfrlrnor  ryrtrl  in r trrhtt  ,l.turtloD.
(a) grr rI. llrrdr ilPubllo Goodr I th. polr,
rnd .r. sriif (uiivoiltty of lorosro ,r.:Itli?ii  (!d. n. Etrd
(') flork'd out ln rhtrtl ln C. !fubout, t'Al Eoononto lbrory of trl.orr Droratrrltretioarl rn puutto rtnrnor r nrcr. sourori rna uiilirlirii,-irilli.ill-(;ri;;;!;;-qe:i:
(4) l'tuoh of tht rlornt lttr'rturt ln thlr lr.r.br. oono.rnrd oth.t Eocrr.f of loth thr quentttrttvo provt.tor.o! thr roo1rl.6oort (rlrfln.a-;;-;;r;;i eld,,tr flarnolrl provltlong nort rlgnlflout  rrr  tht nieJortty-esg16iri  ,;i;i;  of A. !e111 g1 ,l;: ;:i*,ii,tl i;:.::; li;f*ij*l{,i;ii*:.
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fiorcvcr, thcrc ia thc problrn of frtepcrtn6 offil of bcnrfltt et thc .d!.a of
arcar (eail of tbc burtlca of taxatlon), end.confllct b.tt.rn  pfat.trtly-coaatltutrd
Jurla6lctlon! rnd b.bcfit (and tax) arcer. |Ih. uluel solutlon ln fcdcrel fi.nencr lr
to conl:ldcr thet tha fcilorel autbortty rhoulil plty thc lolc of ubltrr  tn thcec pro-
bl.nlr rhcrr troltlert,  ullng r flnancLal trangfcr aohcnc (thte tc !tl.}l  not to dcel
rlth  rcdiatrlbutlon).
Thla opcna up r lrlga ncr lr.r  for Cocnualtt-buil8rt  oD.rrtl,orr not ao ruob rt
prcrrnt, but.r! lntcgretlon proca.d! rlth  Lncrcecaal rot.talt  of 6ooth eail pcoplc. it
lE golng to bccooc torr rnal norc rllffl.cult to dcfinc ucea of bolcflt  (end tex). b
bcncfj.t arcat itlffuac and ncrgt, tb. al.cl.lon bltr.cn Colnuatty lntcr-gteto trrarfcr
!y!t!!!  rnal Coilnunity opcratlon b.co[ct thr oorc acutr.
tc turn aor fron thc trgoolalrr typc of publlo Sood to tbc trrrrltrr sooil. lbr
rrncrl,ttr or tralrncritrt of e 3ood 1r al.t*[l.n.il clthcr, er Huagnlvr !rtr,  bt thr prr-
lcrcncc roelc ol thc ruling group (f)  or onc rlght prrlert  thc rthlc pcrntrtllg to-
clctt orlr r  prrtl.oular eotl.rittl  andklng. cr! rcclal.ltl;  rrlfrrr  goodri ft  ir  pro-
bably felr  to aey that, at proront, thcra 1r vcry llttle.  or!.  for trncr,tn goodr on
thc Connunlty  1crr1. fhcrc Lc no rulh6  Srfoup or pertyq pol{tic.Ut  !p.rkt!g. !hcr.
nay bc rora proap.ct for Duropcan ncri.t gooit! otr thc nrthlor critari,ol, rh.ra ootton-
allty  rttata b.traan Mcnbcr Stat.r. But, on th. rhoI., nrrlt  loodt rcad.n for tbc
prcacnt ln thc rphrrr of thc Strt.  anal Rcglon (tbcn la, of ooulrar aoopc for r r-
dlvlclon bctr.cn tbcrc tro).  But, ln th. courlr of t{nrr Corlualty not[r nay bc cr-
prctcd to dcyclop, c.g. ovcr nl.ninutr lalucetlonel or hralth rtendarda.
Thlg ahort ilLccusalon of thc ilcflnltion of a pub11c  6ood ln thr Connunlty
contrxt haa bccn concuncil rlth  thc ilrentrr or dcaand .lalar aaal tho qurrtion of ltt
supply haa yat to bc ilcalt rlth.
fn fact, thcrc arc tro arpccta to thc rupply liala: lt!  pollti,orl provlrlo!
(hor nuch 1! to b6 produocrl anil hor lt  le to bc palil _for), enil ltr  aotuel proiluctlol.
On thc fl!.tr  tlr. mttrr  l.r alrrltly lnpllcltly  roLvril ta our url ol tho brarflt-
pr!.aolplc, r lerkct-lnitlatlta  rodrl. rhrrr quaatltlor  provl.ilc<l of rooi.el Soodr rra
drtorntncd rlth  rcfcrcnoc to trx-Frlc.a enal con.ur.rr lar8lael .trluetj.o!. of, the
Sooalr (2).
lleJortty votlng noitrlc of Dornr 8ct arrlr tto" 1.:-prlorr eurl [rttl,prl  rvelul-
tlon to thc norc rcallatlc ..ttl.nt  of ootrprtltlon  for pol,ltloal por.r b.ttc.a tto
votc - rrxl.rllt.ng polltlcal partlar. tVhllat thfu aodrl 1! our!..!tlt  eppllorblo  to
Stlt..  (anil ln so!r. crse!, Rcglona) Lt la aot eppllcebb to Coulralty provlllonr ln
vl.cr of the dj.vcrrlty and lnoonacqu.Iroa of prrtlca ln tbc luropcea Frrll,uont. llhe
(1) R.A. t{u!Brar., $*il&fS!.ggl  (ta1r Eul.voralty Prrrc, l{cr Hercnr 1959).
(a) The tcohnlcal dlffloultlca arlrlnti  o.g. fron th. u[knorrr or unrav.elcd ooartlcr
profcrcnccl, rrc vcrJr grcet; tac !T. Boeil, g;g!!.
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critics  of  thc Dorns noalcl such es Buchanan and Tulloch'  on the Srounil! of thc cqllu-
slon of intcrcat  Sroup! rorklng  through the politlcal  procclcr end Prcsrlng tor
pscuilo-pubLi,c Sooda eupply, thich  tn  fact  ere apccial-bcneflt  goodat nay !Gct! oor'
appositc to  thc Connunlty €ltuatlon  at prescnt.
In  sunrnary, the politlcal  ileternlnatLon of  pubLic (aoclal)  gooila quaatltetlvr
tupply anal ita  chargint (uy tax or otherrlsc)  iB stlU  in  tllrputc  ln  thc lltcrrturtl
anil thc tliscusslon doea not hclP the Comrnunity eituatlon  Srcatly rt  prar.nt.
But re have atl1l  to ilcal rith  actual prottuctl.onr a.6unj.ng that a publla 6ood
has been ldcntlfiedi  that  x units  per tinc  -  perloil bc provlileil.. elal fltrlncctf by (ary)
a benefit  aystcrn of  taxatlon on the 8!oup consudling  lt.
provieion Ln the senee of productlon can stlll  be ln  thc hcnita of  priYatt  ott
public enterprise -  governnent  can buy ln  railltary  alreraft  or t.oad conatructlon or
thcs. oan bc proCuced by public €nt.rPri6'.
This ls  a queation of  ownershlp, a politlcal  natt.r.  fhc only tcch[icrl  or
economlc  question is  rhcther there are eome circunetancca  lhioh  ilouanil publlc pro-
Cuctlon, and at a partlcular  1evc1 of  government.  The nain c!1tc!14 arc (a)  accurityr
(b) production at  least  coet (1) anit (c)  aafeguardlng conauncts of  the ccrvlcc frou
monopo3.y  exploltation.
In the caae of eecurlty,  rnllitary  defence, ]ar  and order'  .tc.'  no degrec of
riEk  can be accepteal  against [on-provision aa nisht  occur if  firrnc follorlng  narkct
criteria  rere used.
The leaet-cost,  or rrecononl-eg  of  scalcrr arsunentr Ls rnost rldcly  uEcdr but
provcs qutte tricky  oh analysl8. ProiluctLon  may have to bc very 1ar8a lo  lcap acono+
rniee of  scale, and only a public authority  can coannanil eufflcicnt  rcsourcet to
achicveit:anaJortlamorrcclarnationschenemayprovldeanexample.But'1nacldi.
tion,  lorcr-cost  right  be achl-evecl  by the public authorlty  duc to thc 4b11tty to
plcclgc aalditonal Becurityr c.g.  the public revenuest behind the raising  of capltalt
or the use of leglslative  powe!6 to  obtain a resou?cerrcheaplyil,  e.g.  oonpulsort  lenal
purchase. Though such casea are important, thc scale a.rSument  haa lcas rrlght  to lt
than 6one think:  (It  hae a superficially  apncaling slrapllclty  about lt  rhlch appcarp
to have attracted rnany rho have arguec that......  changes ln  thc naturc of rcfvlc'
provialeal  by Soverntnent requi-e lncreased centrallsatlcn  ln  all  tlevcloped  countrlcr
ln  o?der to  capture these economl,ee of  scalei lt  is  not clear,  hofevcl,  that  thc
tcchnlcally  efflclent  eize of  Sovernnent has ln  fact  grown in  !|any labour-lntcnsleA
functions of governnent (2).
(t)  Note that  this  rcfates tc  publlq lg.s,  private  proviBion not thc rj"zc of  the
pub11c bcneflt  raglon digcussed carllE  although the tro  are, of  c61iGc, lclatcd.
(2)FronR.B1rdanilD.Hart1e,||TheDeslgnofGovernmentg||-1nw'
op.ci_t; the authorg tliscuse further  tcchnical- ttlfflcultlec  of  foundlng pubrlo
procluctlon on 3ca1c.
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Of courecr the scaLe erguncntr lnrofar  as lt  holilc,  tcndc to taltilatr  both
pub11c provlal.on lgj  provlalon  ovcr a Largc (ConnunLty-rlcb)  erce.
Tho othcr tto  argun.lta,  thc accurtty and unaroldabtc  nonopoly.ergudcntr  try
juetlfy  publlc provleion  enC cma11 bcnefit  arceEr c.g.  Local pollcc  acrvlccr,  1ocal
6cvcrage sarvtcsc.
0f  courect thc trploductionrr sLde to publlc goodt La co polltical!  nuch oe!
bc brought unalcr public cntarprLec  rhcre no oucb Juttiflcatl.olc  as ilova  cxltt,  or  the
above crl'tcria  oen bc vcry tightly  lntcrp!.t.d  and consLilcrablc  ttpubll,c gooilrn pro-
ductlon contractad  out to privatc  chtcrprlec.  But ln  thc nixcd ccononic! of th.  l,lcnbsr
Stat.s  of thc Comnuntty, it  1s norc or l6!a  truc  that  thore gooifu rhl.ob arc ttpubu.cn
gooda by the orltcrta  dtscussrd  sarllcr  in  thle  acctlon *c  gcncrrlLy proiluccd  by
'publlc entcrprlec.
fhc ornerghlp  queetLon can thcrcforc bc ayoiilcd to a largc cxtcnt end tbc lolc
of  the Connunlty  budget ln  the aLlocation aapect act in  thir  thcor.tica]  francrort  (.tlf
(l)  Provial-on  of 'rroclal  gooda rhcrc tcchalcal conglalaretiong ncccsaltatc  Conau-
.  lity-rirla  non-excludabllity.
(11)  Prorlclon of  traocia).r)  goodls rherc [1easf-g6strrr  congitlcntlona lnpLy largc-
area provloLon.
(fti)  franefer gyltcn bGtrccn Statcs (or Regions) rhcre tapcrlng-off  and apill-ovcr
outaidc of Jurladlctlonc arc unavoldable.
(tv)  Provielon of  ?rncritil goode rhcre Cbnmunity cthlcal  no?[! arc dcvclopcil.
What le  lntcrertlng  1r thc dynanic aspact ol  thcsc tunct!.ons. Tccbnlcal pro-
Sreee 1111 onhance thc lnportalcc ot  (1)  ana (tt)  rhlLst  cconollc and culturel  intc-
gratlon ril1  do tha 6arc for  (tit)  and (lv).
S tabi.11 eation
Of course, that  has bccn a prcdominating iliscuerlon i8  th.  bext nix of  thc
tro  Sroupa of  po11cy  tcapons!  monetary vcraus fiscal.  for  ctabilLsetj.on  varloully  ata-
fincd  (varloug conblnatlonc  of  ?ul1 arnployncnt, 1or inflatl.on,  grorth anit rcglonal be-
lancc for  intlrnal  rtabl}lsatlon;  plus varloug dcfinitlonc  of balancc ln  thc cxtcrna!
account) (2).
Thc fir€t  point to nota is  that,  aaaumlng thc cxlstenci  of nonctary  unlon
alongelde ccononlc  union, thc abovc lergc flclcl  of  illsoucslon only appllca to Connuai-
ty  steblllsatlon  pollcy  vic-i-vla  thc outgldc rorId,  tincc  mort ronetery llrtruncntt
ccaae to cxiat  ineidr  the Connuplty.
(1) Thla rlrcllg  on thc expcnaliture slda and thG tax of  flnancing lnplicetlona  erc llot fu1Iy dcvcloped here.
(2) 0f  an enortlous l-itcraturc,  a )-cellug cxenplc la  R.l.  Munilcl1, rrTh. lpproprlatc  Vqc
-of I'lonetafy  and Flseal Pollcy fgr  fntcrnal  and Extcrnal  StablLltri.  latcrletlonrl Honctary  Fund. Staff  papcr!, 2 (I.M.F.,  warhlngto!. 1196?)  " 
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Looklng at  thc Connunitt aa a unlt,  rc  arc ccrtalaly  looklng at  ]arga-country
ettuatlons,  one digtlnction  connonly uaedi but nay of, nay not bc consl.alorlng thc pror
blera uadar a rcgimc of  fixcd  or flcxibLe  Cornnunlty-torl(l  exchangc ratca (1).
Undcr flxcd  cxchangc retes,  the general flndin6  hae bcen: fiacai  ncacuret  ara
the stronger 1n unernployncnt poIlcy,  noncta.y l-n mecting balaDce of patnclt!  ila-
fect!  (2).  8ut lhis  rcgult  hae to be rnuch qualifled  Ln gcncral, anrl for  thc Conrnunlty
in  partlcular.
In general,  the flndtng i6  basaal on a vcry almplc eetc8orllrtion  of alnt,  of
employnant and belancc of  paynante cquilibrun,  ancl of lnstruncntlr  flraal  atril nonr-
tary.  The nexua b.tr.Gn fu11 anployfient pollcy  anil lnflation,  ancl 1tr  conn.ctlo! rith
thc tracle bal-ancc! ha! bacn ovcr-rinpll-flecl  aa havc capital  6ov.6rnt! {n thrac prc-
'doni.natcly tradc noblll,ty/factor  innobillty  mortela. The atlditlon of  grorth e! an.i!
brlnga thc neGd for  a thlrd  Lnstruncnt,  rhich nay horever be achicved by dlffcrcntlr-
tlng  flecal  or nonctery pollcy  lnto  part6.
Xrith cxchangc ratc  f1cxibl1lty  torarit the outeiilc torlalt  thc  FlLtl.on lc  ca:ci.
fhc problem of thc cxternal balance ls  qulte clearly  ln  the tlornaln of nonetary pollcyl
anil ir.  fact,  lntcrnal  adJustrncnt 1e easLer by cither  fiscal. or nonatary nerna. fn  thg
fiscal  casc, thc dofie€tlc rulttpr.l.!  (changc in  Comnruntty  GNP pcr incrceFc in  Connu*
nlty  pubHc expcntllture,/dccrcagc ia  Conmunity taxatlon of privatc  cxpcnillturc) ls  ln-
creased ae the lraport leakagc ln  the nulttplj,cr  le  recluccil by axchrn6c clcprccl.atlon
(providcd therc arc not off6.ttln6  lnrard  capital  flora  ilue to lntcrcet  retc  of oth*
cauees).  Motetely  pollcy  can algo be ueerl for  intcrnal  €xpan!1on by u!1n6 lncrfaled
rnoney supply to lnducc eichange  depreciatlon  (e.g.  through 1nt.r6!t  reta ttductlo!  enal
capi.tal outflor)  aad export expaneLon.  With extelnal balancc takcn carc of by er-
change ratee,  grorth and crnploynent are tro  ains thcoretlcally  achlcvable  by tro
instrunente, fLecal &nal moncJr eupply/lntcrest rate pol-lcy (1).
Rencnbcrlng that  re are stll1  dGallng rlth  Connunity-V{or1,it  rclatlonahlplr  .ottrp
suggcsteil  lnrpllcatlonc arc thecc. If  thc Europa ie  in  a flexlblc  rclatlonablp  rlth
other naJo! currenciea, Connunity nonetary policy  (1.e.  rnoney aupply anal Lntcrcrt  rq-
te)  ls  avaLlablc for  Cornnuntty  Lnternal balance policy  (a(lJustlng thc Europcan  ONP
cycle).  Thle 1a just  ae rcll  bccaua. Conrmunlty ad.Justablc  flacal  Lnrtrud.nt!  erc ll-
kely to rcnaln anal1 and primltivc:  on thc tex olde,  the % of Vl!  (or  of corporatlon
tax) receivcd 1111 be llmitcd  aad rather invariable;  on the cxpcndlturc Fldcr cx-
penttltures 1111. be rather long-1qvr and structural  rith  l-ittI.  bope of  aubrtantlal
ahort-run lnfl"uencc  over total  Conmunlty effective  denand.
Furthcrnorc,  it  Le obvloue
i,ntra-Connunlty  atabillsatlon.  The
antl hor effectlve?
( r ) tfre bi8lc dl8tlnctlons uaed by
(2) Muerravc. or.clt.,  p. 329
(r)  A pogltlon nerly adoptcd by the
that  flacal  lnetrumente arc Boln8 to ba crualal  ln
questions  rhich erlee hcrc arr!  thlch  1nltrumcntEl
Muegravc, Flscal Sygtcng. oo.Lit.
UK Governrnent.
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withln  thc ccononlc unionr the analyalr of rcglonal lultttllcr!  dcvclopcil  for
wlthln a country nor appllce to l{crabcr Statcs ln  thc unl,on (1).  Thc t{tc  of  rcglonet
nultlpricre  (in  reLatlon  to rcgLonal expanlions of  cxpcncllturc) ahor thr  uqdcllfGd
rcaka8e of  expanalonary cffortc  golng to incr.arc  lnconca Ln othcr rcgLona (oftca  not
themselvee Justifylng  aseletanca). furthcr,  tha quallty  of thc lncona lncr.asc  1n thc
alllng  rcgion is  of interesti  does it  conslst of ncr crlploJnn6nt or Lncrcasar in  ln-
cotno! of  thoae cnployeil?
thc obvioua fact  that,  a! tradc lntcgratlon  procccda  ln  rn coononlc ualoa,
the Mcnbcr Statcr/Rcgtonal ftu1tlp1lcr Lr lncrcalcd due to an cxpanrlo!  ln  th6 nergintl
propenulty to Lrportr  hae bccn nuch'analyaad  (A).  thc broed lnpllcetlon  ts  thrt  all-
rcct  !.8tonal' poIlcy iatcrvcntlona Lc rcakcncd  but on thc oth.r  hend thc j.ncroeacd
ilopctrncdail  of  thc rc6l'on El"tL8at.s the cffccts  of autononoua fa!.].g 1n cxpcndltura Ln
the rc8lon and elso acccntuatc! thc bcncfits  rccclvotl  of  boorr ln  proapcroul  rcgLou.
Thc nct Gffect of intc8retlon  for  atabllleatlon  pollcy  in  a rcgton can bc tl-
kcn ag 'daer6! ln  thl!  ncnla. In conncctlon rith  thc  cccond aspact abovc, conccrnlrg
autoaonoua  eh{fte ln  cxpcnditure,  lt  nlght be agaunqil that  to an approxlnatc dcgrcc
(a)  mar61na1  propcnsitlas  to inport  of  thc cct of  rcglonc ln  thc connunlty erc ax-
pandcd in  cinllar  proportton! (b)  autonomous downrar<l shlfta  in  cxpcnrlLtura j.n onc
or morc reSlolls alc natchcd by autonomoua upraral thlfta  ln  thc rcnalndqr. Thir  then
leavee tho flrst  aaPcctr of publlc pollcy  cxpeniliturc changca, to  bc conrlilcrcd  on ltc
own. Now herc the 11k.1y conbinatlon of publlc pollcy  chlfts  in  Gxpcndlturc ia  thc dp-
prcsocd  antlbuqyant tcgl-oner contrary to thc sclf-cancc11lng lntcgratj.on cffcot  in  thc
case of autononous cxpcntllture cffects,  both lead la  thc senc dLrcotlon -  a altlaal-
vantagcous lntegratlon  cffect  for  thc deprcssctl  rcglon. lor  expantLon ln  thc dcprcccod
le8ion 1e lcscened for  a given level  of  publ1c poltcy cxpcndLtura tncrcaac, rhLlet
public pollcy nay cinultancously  be trying  to cool off  incomc cxpanalon in  thc prorpc-
roue (and hcncc alao by trananiaeion)  in  the deprcsscd  rcgton.
Sone ldce of  thc quantl.tatlve  lmpact of thls  cffect  on thc cfflcacy  of  etablll-
sation pol'lcy ln  a reglon can bc deduccd  from preeent  enal pt:oJastcd  patterna of  tf,cat3
betec.n the Menrber Stetcs,/Rcglonc  (recordcd flora  rL1l,  of  courac, bc brtracn tr{cmbcr
Statee ) .
Thla la  not the place for  such a taek, but lt  la  funportant to drar thc 1np11-
catlons for  ComnunLty  taxation and budgetary policy  fron thc toneral fact  ol  Lorerccl
efflcact  of  flscal  stabilisatlon  policy.
Thera are J,rnpllcatlona for  (a) thc typc of  flscal  anal bualgctary pollcy  uscd,
(b) tire nagnitude of that po1lcy, enit (c)  the CornDlEetqurs rolc  1n auch policy.
('l)  see for  cxarnpl-e, D. Dossetr [National rncone antl Doncgtic  rncone MultLpl,icratt,
E$trornlca, Fcbruary  195J.
(,) 
?::ro.*_lli";_ll:t:pean  Econonlc Intcsratlon  anit srablt-lsatj.on po1tcy,, ln  c.gharp (sd/i  .!'lacal- Harmonlcation  ln  Connon l.{ag!gg (CoLumbla Unlvcrclty prcic,  195?) end :.::.t  (I{orth Holland, 1972).
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In  the firot  rcspect, th,  necil to l-ntcrpret rrfiacal. harnoniaattcn'r  aa (oftcn)
a neccl for  fl8cel  diffcrcntl-atlon  ln  dlffarent  part6 of  thc Comnunity beconea In-
peratlvc (f).  tn particular,  flgcal  diffcrentatlon  or fLexiblllty  1! rcqulrcil  ln  thora
(harmoniac6)  taxec that  havc an cfflcacy  j.n increaglng/dccreacln6 affcctlvc  tlanenil ln
thc falrly  ahort-run. Theae are gcneral eal"ee texcar 1.e.  thc V.rt.I.  and cxclca dutlc;t
rather than colporatlon tax (2).  And, aa bctreen tex anal axpendlturc  pollclcat  thc rc+
qulrenents of lhort-run  trnpact put thc rcight  on tax roaponar lnaoflr  ac noct cx-
pencllture pollciec  arc structural  or otherrlse,  ilJ.fflcult  to  chargc qulckly (thc rlai!
exccptLone balng payroll  srrbaialLcc  and uncnploynent b.ncfLta)"  In  tha [al'qr borcvcrt
it  ls  variation  of  lndircct  taxcc rtrlch ts  rcqulredr as tradl.ttonelly  ln  eny l{cn}cr
Statesr for  rhott-run  adJuetment.
The aecoDd point,  rcgariling  thc quantitatLvc  lnpactt  1s obvtouri lergcr  ve-
rlatlons  ln  V.l.!.  (or payroll  eubaiilles or uncmployncnt bcnetLt) arc totnt  to bc rc-
qu{red for  rc8ional adJustrnaat ln  vicr  of  the lntegratlon  cffect,  tban rc havc bcoa
accuetoncd to.  thc corrcletLon bctrccn thc per cant changc tn V.A.[.  rcquircil par 81-
vcn incotne 6eneration  ln  a rcgton and changce  ln  thc nat81Da1 propcnaltlcr to  conauoc
1n that  anct othcr regLone te,  ln  prlncl-p1c, knorablc.
The prcccdlng  tro  po:tntc avoid the questJ.on aE to rho controla thc l{arnbar
Statc/Rcgional atabilleation  policy.  ?he thlrd  point rcLatce to thc problcD of  pcr-
verse actlon in  proaperoua reglonar and rather direct6  lt  totard  thc Coornunlty  tlEcrl
authorlty.  For it  1B clearly  cssential that  co-ofdinated actlon b. taktn by ray of
flecal  diffcrentlatlon  ln  prosperous  anil deprcsaacl  rcglona.
The broad conclusio[;  of lhle  brief  survey of the ctabiliaatlon  brancb of  tlrc
Community fiscal  and budg?tary Eyrtem 16 that  rhllet  cxchange-ratc varlatlon  can takq
carc of cxtcrnal atabillty  of the Comrnunlty  ae a rhole and thr  lntarnal  lcvcl  of  cco-
nornlc actlvlty  can bc <t:alt rtth  by Conrnunity  rnonctary lnstrumcnta (hcace short-tun
fLexibllity  ln  Connunlty fiacal  lnstrumentB is  not eo inportant),  all  thc bufalon for
rclatlye  1cv.Ls o! activlty  Ln thr  l.lcrnber Statce/Re8ionl ia  placed on flsce1 tnrtru-
ncntr.  Thesc havc to  have effective  short-run lnpact on effcctl,ve ilcnand (euch ac thc
V.A.T. rould havc), variatlons bave to be 1ar6e, anal havc to be co-orillnatcil  battcrn
parta of  thc Coilrunlty by a ccntral  authorlty.
R.distributlon
If  publ.i.c gooda provlaton  (ece all-ocatlon) fol-1orc thc l,lndahl approaclr o!
tax payrnent -  bcneflt  by arcac of non-excludablHtyr  thc pub1lc 6.ctlon  opcratlon  !.c
free of ra'll8tflbutlon  of rcal  lnconc bcttccn Member  statae/Rc6ions'  But 1l  other
(1) On thc baalc confllct  bctrfcn  th.  concopta of  tax harnoalgatlon  aa flscal  unlfor-
nitv vcrous figcal flcxlbl11ty' ecc D. Dogeer (Ed)r E$
the Comrnon l.{arkct (Charlee l(nlght), Lon<lon,  forthcornl'ng,
(Z) ?his ie  tharrgtabilisatlonrtaspect  of  the prcference for  the corporatl'on  tax rc
thc uniformlsad  Conmunlty tax ovcr the V.A.f.,  argued ln  thc authorts prcvlouc
pepcrs for  the group.
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dlffsrencce in thg tax baac. lltbough tbcac dllfcrcacc! cra to !o!.  artcat  ba
takcn account of by atiff.ruoca ia rcrvl.cc Lcvcla and {I!f.r.rorr  Lu tax *-
tear rhcn allorcd to ful1y do ao, thia is ro dlvlctrr ln tb. coErulty thrt iho
dlffcrelcca 
'n 
tax baaes ar. partly co[p.n€atrd  by r  tlanlfar strtr!  (1).
rransfcrs cen be by varloua fornalar luoh rr  pry/rrcclro rocordlag to ratl,o
of onore ora tax-baar (for e partJ.cular tai)  to thc avcragc Conaua!,ty tex-
baae.
Iblc plau bes a toderatr polltir.  cffcot undor (r)  ena (b) rnd do.r Dot luff.r .  a Srcat illrthcraH.yc  problcn ec uldcr (b). |[h1! pJ,ra rould pcrhapa be thc
noet rcallrtlc  Ia the 8.co!,at-!tagc of coouonio  ual,oa. It  La contlstoat  rj.th e
good dcal' of figcal flexlblltty  l.! tar ratc!, rr  rrgucal for uaalcr gtabl1iar-
tl"ou.
(rv)  raccntlvcr to ralt!  flecal. opcratl.o!!:  p1en. orrt 5o furtbrr thra thc Lect to
ooilify anal cvca r.ver!.  tht allll.Dc.Dtlvc offcct. lor rHrpro, thc couunlty
courd offcr rrnatchtag  greatar to !{cnbcr stata! la rclcotcit flcrdr of orpra-
dlturc. sucb a p).rn le glniLer to tha leEt la pcrllttlng  flcoel flrrtbllity
aarl ln trs.nsf.rrtng  rcal lnconc fron 1or trx barj,/blgh lccd l{.tbcr_Strt.,/
Rcgionc to broad tex,/lor nceil oacc. But 1ts cracatl.el dlffcrcucc tr  tbat it
ennieagca a largcr buclgct oparation ln 6oraa1, lnal tblr  lay lot  bo rcccptrbl.
ln thc scootld-rtagc  cltbcr por.itlcally or ln tcrrr  of otbcr rooaonic  portoy
guch eg oonbattlag laflat{on.
Thcgo four plaaa a1r rork through tha ucubcr Statra. lhc flrlt  tro r,,. !.r.- rcly ccatrartstr rId oolactib La gcncraL rltb  tbc vicr of fLacar heluonlretloa ec flscal unlfioatlon,  the iattcr tro arc norc fcdcrarlct rlld offcr aoopc lor ll,acrL
f1cxlbl11ty.
rt  1c pocslblc to takc aa cY.n norc ocatrelict or {ntctratl.oliat  appnoech,  by coaatil*l'ag thr rclatioarhlp  bctroca tb. o.Dtral fllo  rad couurlty olq.r.!r  er r  d1- rcct onc (2). rhc connunlty  nay cadctrour to eohlcrc hori,loatal.qulty by.qurlil1rg
tba flccal rclLduc (bsacf,ita fror public acrvl.ccr !j.!ur ter prlit)r rhilat v.rtl.crl .quity (.c.t.  a pro8rctsirl,ty ln tbc Lncooc (tlltrlbutloa) 1. rohi.v.d by gtetc ed_
Jult&ent of tex's eail traasfcre (forlorLng stat. obJeotlvcc) aad c.Dtlrl rdJult[clt (follotla8 ocrtral obJccttvcc), rhlch roulil tcnd to outrcJ.gh statc actLoa, of oourac.
lblt  approrcb ic thc rpploprr.atc onc for r  trul,  ooruo! nerkct, rltb  full  fao- tor uobility' For if  thc ooncnrat of pcopla 1r to bc dctcrnLncd ontlrGly by thc ccctoral !"i1  fo! labour aa lntlLcatcil by ra6c-ratce, ead locgtloarl coagtdcretlo!! lra  archar.alr
rcaL lncooc edlultn.Dt sbould b. oD elr Lroonc bacfu only, eaal aot oa a locatloa brrla.
EolcYcr. !Lt1c' luch a coono!, larkat 1! batonal rnJr prrlaat horizoa, ro t!  thLa rpproeob to rcdfutrlbutj'on,  and pJ-aaa for ection (and nluor eatloa rt  thet) though thc llcnbcr
Statca arc thc intclaatint onrs.
(f)  tUfc la  roughly tho .yltcr  of  locel  gorcrDncnt fhelcc  la  U.K.
(2) sce iI'M'  Buchaaaa,  rrfcdcraliau  anal flgcal  Equlty(,  Aucrlden Eooaonlo Rcrlcr,  gcpt.lplo.
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Recog,cilinE  the Three Oblectives
The problern of areae of  Jurtsdictiou  -  that  present Sovcr[EGDt  arcas ilo not
correapond  to an optlnral econonLc iltvielon  of  the conmunity  -  rblch la3 llcltloued ln
connection uith  ellocatlon,  applies a16o to  the other tro  brancbes of the public Bcc-
tor  opeletloD,  anal lndcetl ia cornpounded, 6incc optlmal areag for  onc rylg  putpoto
Bay not corrcBpond ritb  thoE€ for  alother.  For example, tf  proviAlon of publtc Ccr'
vic.s  or the non-exclu<tabtlity criterion  l-6 tak€n ae donlnantl so that  sp1ll-otr!  lt
(tbeoretically)  clinlnated  for  proviaion, a etabilieation  or rcdletrtbut{on  Potricy
for  Buch a,tt atea nay apill-ovcr  to  bueineBse6  or housaholds rbo do not qUelity by th'
crlterla  in  uee for  atebil,lsatlon  assl-stance  o!  incorne aupport.
Thia is,  1n a Benaer a conflict  betreen the thlcc  obJcctlvea  l.n tG||.o! 9f  acopr
or area. The confllctE  can bc nore direct  and too nuDerou6 to dctall  h'rts  exanPlt!
are between incleesed public expenditure  unaler redtstrLbutl'on  plana VQreUa rctluOcd
epenctlng for  stablllaation  purpoeeer  fi.ecal untfornity  to  takc-ln  apt'll'orcr  benqllta
undcr ellocatlon,  versue flecal  flexlbtlity  for  stabilleationr  anil ao on.
perhaps the flnal  and Btronge6t argunent for  Conounity fiacal  oo-orall'Datlon'
Iies  in  these over-ri<ling  confl!.cts between  the three great obJcctivog  of bud8.tut
(antl noq-budgetary) policy.  Horever, tbc Connunity role  does nocil to  look at  tha rbola
connunity budgctary opcration rlth  respect to  the dctel1 of  ita  dLvcfsc anil oanlfolil
parts,  rher6 different  prlnclplcs  for  each part and alternative  crltcrla  tltht[  cach
part apply, rathar than fol1or  oversll  obiter  dicta  sucb as unlfornlaattour  ocntra-
lisationt  etc.
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1. Thc Caar for e EuroBnn Rotl'oae1 Poltct
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Thc Casc for  a Europoea Roltoarl Pollcy
1.  Tbcrc 1c an uailJ.tputcil prctunptloa  tbat  cconoric unloa ln  Europc effcota  thc
locatl.o! of  ecoaonlc  actlrlty  ilt  r  rry  tbet  neny poopb rigbt  coualtlcr to bc otr th.
rholc uatlcrrirrbLc froa e luprl-Drt1or.l.  point of vlcr  (1).
-  The lracing  of trailc rltbin  e cultoul  u!lo!  ia  grncrrlly  fevourabk to looatlonr
c losa to  forncr trailc  barrl,orr.  Altbough .o!.  Iocetloaa tbet hril ettrected rtterlff
factorleeil duc to bigh j.rport  protcctlOa loar  thl.a edvaatr6ol r6y  rqra Ctbcrs galu
fron tbe rcnoval of  treilc bart.rrl  on tb.  oth.r  lldr  of  thr  borihr  (e).8blt  rpuLat
apply to thc Braclur couatrlcr  dnd to locatlonr  aloag tha Rblnr enil 1l  tba Sllr  ro-
gioa. Horcover,  thc traaaport  a.trork  tbat rac bullt  up ln  tbi  alnctccatb  c.Dturyt
rlth  natioaal crpltala  ea cs!tr.r,  r11l  graiturlly  br llplov.d  la  tb.  forlar  froltl'fr
rcglona uDalcr th.  pr.r6ur.  of  both political  rnd lrrket  forq.a.  lbrre  Locetloaef
effccta  corraaponil to  tbc tnilo  crcetloa cflrct  (i).
-  Wbat has bcconc knorn ac tho tradc dtvsrston cff.ct  bat it.  loqetloarl  coubt.rPut
ln  the allradyaDteges rhlch a cu!to!!  unlou confcr!  upoD locatLonr ctolc  to tba out-
sial6 boril*a.  Whllc aouc pcriphcrel locetl.on! rrrt  ban.flt  bt .ttrrcttng  Ittrriff
factoriearr  froo nelghbourlltg  countrle!  (ltka  Flcnrburg J.n Scbkerl6-8olltata)t  tbe
perlpheral  arcaa ln  gcucral, iacludiag thc ccntrca of  prr!.phorel rcgloaat Loac tblll
I
relatlvc  attractlon  for  ccononic acttYLtl.a. 
I
-  Tbis proccs6 rhlcb  teaila to lcad to  thc .!.r8.nci  of e conlon c.ltrc  for  tbo ColloD
Market (conparablc  to thc .rcrg.ncc  of  netlonel crDtr.t  ln  latj.oarl  lerkcta)  la  i4-
tenglfLcit  by tbe lntrotluctlon  of  frocclol for  tbl  .o".!.!t  of  leborF rrld crpltrl  qrd
for  thc choicc of  locationg bt  corporetlona antl chtr.pr.lrura.  Icat  O.rnrDtt tblc!'
hae an abnorn&I1y blgh aharc of neaufecturlug ln GilP (l+) !.c!a  to b. r  crrc  1n
point.  Tba retc  of  grorth of hcr nelulacturLng 8.ctor  roulil  bevc clorcil  dotn to.
grcater extcnt,  had tb€ labour rhortag. l!  tbe eixtlcs  lot  b.a!  !.li.v.al  by tbc ia.
fror  of  forri8n  torkcr!  fro!  soutb'rl  r!'l  so[thatcra  Europc' ra othcr tord!:  tb'
inflor  of  lebour luto  tbc ccntnal rrces of  thc Connoa Hrrkct Dad. for  lor.r  ta8.
preaaurcs attal a tctral.acy to beta rn undlrvrlUcd cUrreacy, r  frct  that  by I'tlclf
hclped to  auataln profit  rerglna end to prcvcat en outflor  of  crpltrl  i.nto lcgl  lnc
cluatrlallecd arca6. Morcovctr thc lnflor  of  forciga rorkcra SavQ t[Pport  to ln-
duGtriel grorth 1!  thc norc indurtrLellscal arcaE of  the dcvclopril oountrLoe. {n  1969
in  lrst  Oerneny about 9 *  of  tbc Populatlo! tn  hrilt-up lrata  raa forelga bora
conperc6 to  tg(  in  th.  atructurelly  rcek erlea (5)t  rlthout  ea tnllor  of  lorclga
rorkcra into  GcrEant lndustfJr  alght  havo lpterd  to a 1$6cr  rxtr4t  to thc lcaa dc-
vclopcrl r:egiona of  tbc coultrlr rblch otfcrccl rrglon$ly  l[loblta  labour Dotebly  iD
thc (lnaufficiently  rhrtnklng)  etrlculturrl  !.otor.
?.  Ecoaonlc lnt.gretlon  baa probably fostrrcal rctlYc  colpctltloa  and thua contrL'
butcit to ralaing  tb.  rat.  of  Srotth of  GNP lq  th'  Coonon rrrkrt  abovc rhet lt  rould
havc bcen otherrlsc.  In  thla  rey it  har probebly  heal e accondrry .ff.ct  on thr  loca-
t1oaa1 etructurc of  Europa. the rcasonlag  bchiad thLa bypothccic fu  bercil on thc
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prcsunptlon  that grorth contrlbut.! to rcgloaal lnrqurllty,  n.gio[! rhlah rlr.edy
hryc en lafreatructurc rnal e dr8rao of urbenlcrtlou  thet offrrr  ccolollor of controt
(to rborc rho erl ln rnd to thoar rho rant to corc 1a) arccaaarlly bcac?lt rolt  fro!
ent 6xog.[ou! ttllulu!  to grorth, rhcrorl brckrrrd lmrar by lorlng cepltel rad hbour,
also losa roting porcr a.lil relr beco!. unablc to pr.r.  for thclr feLr lhur  ln publlc
lnfrratructure l[r.!trcnt.  Shc trfrat  iDatultry erguncnt Ln aupport of tariffr  hec r
rlilcr eppllcrtLoa  1n thla coltcxt, r!  a ncdlua-rul argulont fol rcgl.oael rubrldlcr 1n
caacc thcro BrLyrta end pubLlc ilocl.aLoa  ankcrl hevc el uldqlV lhort ti-rr hollloD !o
that thrt uttdrr*thrt..Ltb.r  tho ilcvcloprclt potcrtlrllbrokreril rcgLoar or thc oari-
ronr.ntrL corts of ovcF[rbsrlsation  ln thc highly lnrlugtrlelfucd  errel.
t.  IIr th!  long rua, pcrbapa otlt  ltr  thc v.!Jr 1oa6 rua, rc  caD rcly  oa tb.  aqul-
Llbrrtl.Dg foroc..  llbo llnlte  to grorth rr:r e rcgioae1  phrnorcaoa. fhcJr bccorr rclcvaat
ln  thc pol1a anii Xn tbc lerkct  pJ-eco rhca proplo oonphil  ebout akprookcttng r.!t.r
uuaoraaul-Iy  tllc*onsuatl8  aorrnting dl.!tanc.!r  d.r  pollutlon  rDal oth.r  forna of  a
alot.rlolatlort  iD tb.  quallty  of 1lfe.  ff  ro rent a b.ttcr  rcglolrl  dldtrlbutioD  of
ccoaorlc rctlvltl.!r  rc  ghoulal firrt  rbstrln  fron ncutrrllrht  thc!.  sl8lrrk  ln  thc
ne.uc of r.I1-ncart  but rhort-eight  pollticel  obJcctl.vca. R.tttr  lbould ttot b. prcv.ut-
ed fron rlaing,  enil connutLng corta choultl not b.  !ub.idls.d.  I?  pooplc er.  LDa.!!i-
tlra  to thc no!-pccuniary cocts of treffic  con8crtlont  rc  cen tltb  rorc trchnlcal  ila-
gltratLoa tlcvlsc nechaalaoa that  trusforn  thc!.  ooltr  hto  toII!  atral trl!..  lir
pollutl.oa  anal rrtcr  pollutloa  ltt  d.lrla1y populetod lr.ar  ca! br lLcoarcd, end 1l-
ccnao! can bc ructloDaalr or thcy can bc !o1d at prlcaa covcrLut tbc oo!t!  of rc-
ncdlel r.eEurG!. Tbcrr lc  ao aocii to glvc flaanclrl  brlp  to locel  oonlunltlca in  ovtr-
dcvclopcd  lr.aa.  Otr th.. contrer]r,  th.  oveldc?.lopcd  rrca!  rhoulil rot  olrlt  prt  tbflr
or!  rly  -  by l.ovying trlc!  cqurl to thc aycreg. co8t! of  tbc public !arvlo.!  tbat
rsailcr -g thcy sbould tethat  edopt thc Eartl.trrl cost prlctrt  prlnclph  1n chlrgirt
tax.E raal tol1r  for  publlc lcrviccl  end thur rekc e proflt.  In  prlaclpler  thl.!  profit
oould bc uccal to prolotc davclopacnt ia  beckrerd ual!.
4. If  enit rbrn the  bullt-up rr.a!  hlt  agala8t tb.  tlllt!  of lnilultrhl
grorth (ald if  !.tatl.vc  foratbeck cffoctr  ln  thc rerkct  pJ.eco erc trot !.utn1Lt.d  bJr
thG politlcrl  prcarurca  of  thc vot1n6 populatlon), tbc lcaa ihrrlopctl tt-r  rrorlvr  r
good chancc for  catchlag up. Thc rarly  rtcrtcr  lalr Ios.  lts  grotth  l.aalarlhlp  to otb.r
arcrg and couatrl...  Exelplca  erc Englenil, thc tratlltloBrl  taxtila  ragiollr  rnd coel
and ata.l  rrcar  likc  thcRuhr .  Rc6lona rre  bouaal to dcclLnc rith  thclr  doliaatiag  ia-
duatrLcc, ullaar  thcy ohrn6c rhat [a]r ba crllcal  thcir  trprotcrlLoart. Aa r6erila  thc acr
frprofcaal.onrt(rhich nay ba ln  tbo flcld  of ccrvlcce),  tb.t  brv.  aot ncorarerlLy  ea rd-
vantagc ovcr letccolcre.  Ihla  bolalr putlcul.arly  lf  tbc latccolcrc  offrr  e b.tt.r
clilat.r  rD rttractlvc  slTlronlcrrt  rDil polltLcaI  ateblllty.  Crll.fornia  ley bc r  cara
ia  polnt.
Aa 1u Nortb lacrica  ancl clscrhcrarrs bava in  Europc e rcgl,onel ltructurc  thrt
rhor! !y!t.!etlc  diffcrcnceg in lcgloael pcr cepitr  lacolr. If  rc abatrect lron ne-
tloael capitaLa  11kc Parlg anil Ronc, fro! laJor scrport! llkc l{errc11LG rld Felburgt
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and flolt  acri-cepiteLa llkc  Frankfurt and Iun!,ch, rc  flnct a tcndrncy for  Lncoacs to
faLl  fron Southeaet  to Northrcst ln  thc UK, froa Nortbcaat  to Southrcat la  Francc,
fton Nortbreet to Southcaet 1n Icat  Ocrnany,  end frot  Nortb to South ia  ftely.  Lookcit
at  in  thie  rayr tbe rcglonal- lncorac dLstributlon  tn Europa it  conrprrebl.  to a conrr
the top of rhich  18 located in  thc Rhiac dclta reglol.  Il,tb  ro[c  adrlltlonel  t.aglar-
tl'onr rhich tranal,atcs the reletivc  cbcapncrs  of  eca treaaport 1n!o corrcrponallag!/
6t!a11e! econonic dletancce, ra can consldcr Copcnbagcn  and Stocklroh to b6 rhoat  r!
nuch e part of  the Ceatrc of Suropc aa l,onilon or Ernburg. In the postrar pcrlod thc
top of thc incomc cone saena to bavc ehiftcd  gonarbat ln a eoutherly  alllactlonr  pro-
surnabllr ag a reeuLt of rapld grortb on thc Contlacut erd thc fallura  of Brltein  to
Join thc Conpol l.larket rlght  fron the ctart.
5,  In eplte of the  urbani,setion tcndcnclca  that  arc obacrvablc in the forn of tbe
lnriiratLor  of  forcign  rorkcre eDil thc Location of tndustrirr  rlol8  th.  RbirGr r.  flDd
that tcglonal  inco6€ dlffcrentLals  harc bccole r!alL.r,  at lcrct  ln  ftely  aail Gcrlauy.
In the Fcdcral Rapublic  thc cocffLcicnt  of  varfutl.on rhLch lc&aurcr tb.  davta-
tlon  of ratlonal  inconc levcle  fron thc aatlonal anall6c, il.crcaraal fro[  O.a2 to O.19
bctroon 1950 and 1950 and rent  dorn at a sicllar  ratc  fron 0.19 to 0,16 ta  tbc follor-
ing nine y6era.
In Italy,  the procra6 of  cqualLsatlon  of  rcgloaal Laconc cllffcrcntials  has not
slor.ddowa ailce  thc fornatLon  of  thc Coonon Harket. ?hc rei6btcd coc?ficLlnt  of  va-
riatton  fell-  fron A.36 to O.rl+ b.ttotn'1951 rnit f958 end froo O.r4 to O.2? bctrtcn
1958 anal 1955 (6).  Thle rcflccta  the cffecta  of  botb eoigretion anal rrgloDel polLcy.
?he differeacea  in  per capita inconc batraen th.  Sl.t have clcarly  dcclincd
slace thc EEC ras foundcd.  ?o aay tlret in th.  p!.ooru of .oonolio grorbt tht rich broolr
rlchcr  and the poo! beconc poorGr is  obviouely litt1c  Dorc than r  nytb,-
7.  The cnlargeoeut  of  th€ CoonunLty cel  ceeily  crcat.  ncr rcglonel problcnr.
Wh1lc Scblcarit-llolEtGtn,  rhlch res on thc pcrlphcry  of, tbc Slr,  X! likaly  to 8ai!
froa thc cntrJr of Dcnnatk, tha pcrlphcral rcglona of D.r.erk  lay  flad  thcnaclvcc at  a
dtsady.ntag..  Sltri1ar1yt  I  fecl  tbat  tbc Sough of England, lncluiling  tbc Loadoa arce,
rlll  bcncflt  fron the c1o6cr liaka  rith  the ContiDcntr but that l{orthcru Irclend as
rcl1  aa Scotlantl  anil Northcrn Eagland 1111 bc aubJcct to  atrong pullr  froa thc 6re-
vitatlon  c.ntroa of th.  Europcan cconoEy. Ehcac pulla  rl1l  oenlfest thrDlalra8 1n lar-
ger intcnrcglonal  Lncoac diffcr.ntLrlar  until  th.  .quLlibrati[B  forc€s  €trrt  to rork.
Whether  thc outcone riLl  bo 6l6ratlon  to tbc Soutb or a flor  of  capttrl  to tbc North
11L1 1ar6c1y dcpentl upoa rhether rGal regcB ia  tba Nortb arc allorcd  to  Leg bchl.nd
rcal  ragcc ln  the ccatral  arces.
A lhere arc strong reaaotrE to  bcll.evc thet  intcnrc6loDrl  ragc allffGrcatlrls  tcnd
to bc enallcr  tha!  lnten:regional protluctivlty  dlffcrcntlal-a.  Othcrrisc lt  tould bt
dlfflcutt  to explain rhy tbcre ie  overcnploypcnt  (nor6 vecanclca thcn uacrploylcnt) ln
the central ereas on the Contincnt,  but unaaployncDt  1n thr  perlpherrl  rc6lon!,  ro-
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ttblt  la Sotthrru Itrly,  8pr1a etd tugorhvirr but rlro la lrtlud  rad ll  tl.  l{oftl
ol thr UK, of llorrry rnil of SrrCrt.
9.  lthr tradracy lor lltllrodolrl  rrgr itlftrrullrl.  to b.oor. too rlrll  rry b.
th. ooBr.qu.aor of rrgr bugelllEt pnoti,o.. lld  .  rtroaj boltrf 1! thr DlllolDl. of
cquel pry lor rquel rork. Iquellty tbet 1r lrgord.ol  urqurl  ool{ltlotrr trrlrlatrr
Itrclt  Llto r rola aarloul ltraqErlltt. It  ley trkr r yart :,o!! tlra to lararaa r pro-
s1r  thel r.v6.lt  bitr  tbr p.tlDLlnl  !.ato!r  tbrou3b tfu oltrllretlcl  of youlg
rklllr!  rort.trt rbo ortruot tlrrl flplonrnt  rt  horr. It  lr  trrf  tLrt th. rrlatlrl  9!l'-
retr productlrttt l.  lacr.r..dr fb.!  r roll.r  !{lrrt..r  but tt  thr lrrt,prat  r!.r  tr
rlr.ralt  ro ov.roo!6.rtoil  thet hr nhuorr th. qurlltt  of lllo  of tholr rlmrdy llvflt
thrre , tb.rr  or! b. I  orr. for ooultrr-lrlr[rftr  llhr orr 1l trtl  at!oa6.r rhll  out-
nl6retlou r.ilu€.. tbr vrlur of, roclrl  oYtfh.rd -crpttrl !a tbl  dtDlaraoi lr.l.
10.  l'luob o! tb. rcgtotrl poltoy thrt rr;  b.oor. !.o.r.rat  rtt.r  tb. .[l|!l.r.!t  ol
th. Coarutltt 6|,r rtll1  br oGrlrtt out rt  e letlonel hvolr lotlol  o! r oortultlr
l.?.lr  tbrt Llvol".r u  htorlrtlotrl  raallrtrlbutlol  of la'olot.  oan rrlt  ultll  rolk'
lrr  aiggt.  roaora lroutlcrt  rltbar l't uld.altrbh qrnltltlr.  or tnto ov*oon3[tt{
lr.ta.  Ncrrrthrhnr  th. rctton av.lturlIt  norihil rboulil taltr b. PraErs.d t!  ..lvuo..
lbla rttuetlo! |rt  brcorr urtalt  oaaa .rohuta rrtar rt.  lftoto!|rblt  fr,rad or oloa I
cortro! !urr.[cy la htroiuord to rrrrr  u  e bmtr for rr3r ooatrlottr
11.  I  rttruroprfr thrt le tloetrrl tn oorprtltlo[ rtth artloDrl otrrt.aol.. 1111 pro-
brbly br urral tlrr!  ln regr ooltnotr l!  ihr Lnilurtrlrtr oof,. of truropr. lrgl  ooltilotr
h  p.riph.rrl u.t.  rr.  llk.lt  to b. tlr(od ln artlotrl  ourrolol.. fot qult. r rblh
- Jutt r.  tt  trL..  ao!. .tlr.  f,or aetloael hagur3rr to ltDlroa {trl.otr  {a l!.u
trrtbcr rrty lrol  tb. o.atr.a ol oonunl,ortlol. A grelhrl 1ta!.ttrtlo! of fillrotnrr lrol
ccttll  pho.a to ooolortoellt  brokrrtd !.61o!a r13bt rllevl.t.  ntb.r  thel rclr|l  tho
rogf,oarl problrr  1! aoulttll  11L. tb. UK rad Itrlys  thtoh rri. Dtrobrblt lot  yot o9-
ttil11 o[rralct .rtr.  ord.r tb. orlt.rlo!  of latatratl,otal brlr!o..  tbr m3nrolt for
br.tkllt  up tb...  cut.r.Eoy trorr  tbrou3! tbr tlcrtht  Ol nluroDrtr rolld br lv.!
rtrolg.r,  l,! fltrurogrrt t.rc  tl.d  to r  cotluras plloa hdrx thrt lacl,lilrd tba bltit rld
lacrcetlag r.att  ead oonutJ.a6 cortr la eon3rrtrd  laara. Xf thaaa rlllt  bcoorr lilo  of
botb !ot!t  j,llurloa  tail cort 111nt!!ol, thry rtll  o.lra to hrvr ovorlrplcyrolt  rld
rl.l1 ao lotrg.r rttlrot  lrbo|rt ead oepltll fror 1.ll  d.t.lop.d llolro
12.  Soonor or lrtu  tb. b.!.tlchl  frrrr.ttor,  .tl.ct.  of floeth6 r  trlutoDrtr r:ll1
dlrrpplr.  fh.!  r11 r.g. oortnotr rr  oolo1nil.4 la nluroprflr.thr illltortll6  lftlctr
of tbr prholplc ol ttrqurl D.t tor .qurl torkn rl11 rrko tbrrrllror  frlt"  lblr  tlcl
rould b. th. t1!. tor 16gr rorb rc3loarl lrolloy l.l.u!..  to rnpport priphe'.l
rr.l..  If,  .1t.r!.t1r.lt,  hropoen aon.hrt ht.tntl,o!  1. btoB6bt rbolt tbto|rGb tb.
pilvratl,ol of perlty rilJuttrltr,  tlr  ttrr  for r l.r'r  rorla t.filo|rll  Do1tot rrt  oor.
ruob drllrr.  I!  trcti  ra o'tt llrility  trt  ttth  rr3erd to l'rt  olrreny tbrt tbr oorbl-
netlol of, ;egr r.atnllt  eld r.rlrlatlrr  pollolor rtth r ralrotalO. to r.vrha  1,
bouud to ptodu€. a lrortb o! GDP rblsb 1. frlt  by ur lltlor  of rrtou.lcorr llolrc!|tJ
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Iabour rnd hulao crpltel  f,ron 1cr.g dcvclopcd couatrlca ald rcglonr la  Europr. Tblt  ir
Jud8cd egrtr'aat.rhat  r-ould blppcn unal.r condltions  of r  flrxiblc  (cqulltbrluo)  cichanga
tatc  or a apcedy perity  adJuetlcat. lba lclult  1111 bc of  no curpritc  to thotq rho bc-
lLcvc tbet  th.  coatfadlctionr  of  crpLtaLLar  largcly  rcflcct  tbc lacoaelctrncicc of
cconoElc policy.  A rtY!8rr to l,rrcrcrtebly  fixad  archanga rrtar  !|uat 1ap1y r  riYccrr to  a
Europcen  rcgioaal poltcy,  if  scrlour  Lnconektcaclca alct coDtraallctlont  of  thie  aort
are to bc avoidcd.
1r.  Tbc Parle Sunutt Hceti[E of Octobcr 1!/2  rccogai.ccd
-  rrthat e h15h priollty  ahoultl b. glv.n  to  ...  corr.ctLrt...  thc 6tructulr1  eaal !.-
Blonrf ttrbalanccatr,
-  ttthat the Govoruncnts fron nor oa uldcrtrke  to coorallnrtc thclr  r.tlonrl  pollcLcstt
aral
-  ttthat a frlcgloael  Dovrropncnt  Fuarlrr ahourd bc ect up b.for.  !'l  Dcceabcr  19?v, tb).ch
rLll  bc fltrattc.di  frou thc b.6ha1trg of  tha erooad phe:r of Ecoaolic rnd llo!.tut
UDl,on, fro!  tbc Connunltyfs  orn rcaourccatt.
In  thc 1t6ht of  tb.  for.tohg  raeconiag, thc cnphealr  or th.  lrcil  for  corrcct-
1ng -  aad prwaatlag -  rcgl,ouel- inbtlanccs Ls ao  [o!.  th.& log!.crJ..
1l+.  Hor Oorcrnlcnts can cff.ctivcly  coord,lnet. thcir  rcgl^onrl pollcloa  (t)  ls  al
unaolvcal problcn. A tlniuuu  rcqulrclcnt  roukl bc to clilinatc
-  iacontl,gtcnclec in  thc fo![  of actiols  that acutrelilr  crch othcr,
-  rcglonaL nGalurca  thet erc a dtc8uiacd iorn  of lniluatrirl  protcctlo!  Lnclurt!.ag
Dceaur.r thet erc prl,lerllt  tlircctcd  et prouot{lg rpcciflc  tr.r  iDduttrl.!,
-  all  [eaeur.a ir  rupport of alrcrily  congcatcd  l!.ta.
Xoraovcrt it  thoultl bc poealblc to rgrcc on r  rl,allua  of llrturc!  ilcrlgnod to
llnlt  lnduatrJ.al 6rortb ln ercea tbat ruffcr  fron e tlctcrloratioa  1n tbc qurlltt  ot
l1fc,  ae rar  lut8.et.d  in  prra.  ,.
1r.  thc trRc8tonel D.e.Iop[c!t  Fund[ ncrtlort.il  ia  prrr.  1, coulil bc fl.lrnocd out of
-  the rcccipt!  fro!  euctionl,lg  llccnccc J.a ovcrcongcatlil  rrcl!,
-  th.  rcc.lpta  of e lp.cleL  ter  lcvled o[  thc iEcra$.  Ln ]eait e.Iuc.  (ritb  iluc rllo-
t  nocr for  Lor lncooc .ltDtr!  allil olal rgc rccJ.dcatc  end for  thr  laorcerc 1n 1ud
values dua to  LnfLatloa elal other cruar8 tbat  rrc  urrclrtad  to urbeBi!.tioa
tcnilcacLea),
-  tbr  acl8loragc 6aLn frol  th.  floetiag  of l  'iEuroprl,
-  a ter  oD thc iacrcesc ln  offtclrJ.  f,orrlgtr .xche[g. boldlnga hrotrr  re guoh lncrcrscg
arc a rcflcctlon  of e Srorth-ploaotLDg  ulalrrtrluation  ol  tbc natioarl  curralclr.
(1) l  survey of ectual der.!ur.!  ta giv.lt  in  tbc Ann.x to thla  prpcr.
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15.  tb. trx oa tb. L!cr.rr.  1n lud  vrluc. u16bt bo .  ullva!ilI.  trr  Laylad lt  tbr
rholo oolruaf* tor thc Rr5loarl Dovrloplclt Funil. Erch hailorarr rbould rrtorr  hlt
ora Fropcltt .rob y.rr  or fycrJr !.colit or flftb  lrcrr. [o lrfv.lt  t!  utdar.rtfretioa
th. laldotu.t lhouId drchrc tbet bc rould bc prclnrrd to !c11 bt! p!oD.!tt rt  th.
t.r.!!rd  veluo rltbin  a pcrlod of -  grJt - d.x rorthr. lbfu rrrrltor.lt  rould rekr it
uan.s.aslrt to ratebllah r lergc bumrucreot.  ft  rould tllo  cnrurc thrt  tba ltrrrt-
ucat velur la lot  too far fron thc nrk.t  vrlnr. Colptrrd to r tu  rhlcb lr  berd ol-
1y on rctual aalcr tho prropoaotl tex alo.. not !.ltrrfora rltb  tbc tovaralt of lud  fror
oac oracr to raother. llorcovcr, thr trx !.lta or! bc nuch lorct tbr!  ro$l{ b. thr or|o
lf  tha tax rcru lcvicd. oal.y rhcn a[ rctutl  'rla  too! pleoc.
17, Ths RcgiolrL Drv.l.opr.lt Fuad sboulit diatrlbutr itr  rrrar lo lo6iolg rrth.r
thea to f,rtlor Stetrr. Ior thfu purporc acr rcgtoael ruthorLtl,.!  rbould br rttlbllrbr
rdr  if  th.y do aot t.t  cxiat eLrerily. Ihl.| lr  tbr tltuetioa frol  rhl,o! .!.  rllt
rtart.  thara rra
8 loncs iltStuiltr ct ilru5ae6clslt  du tcrrttolrc  in F rnca
11 Ldndrr t[  lcat-C.trrrl]r
11 'rrogloaa 1l thr 0olnrrtrltt !r!t!rr  la Itely
4 grogrepbiclL roacr ia tbc l{ctborlentla
]  liagulatlo rcgloas 1! B.Ltlur
1 Grcnal Ducby of Luxcnburg
'11 !.r  ctraalaril rrgionr.o? Elglanil, falcrl  sootlead end l{ortbcrn rrchad.
Slaller rrgioar nay bc d.fhad for Donruk rld th. Republlc of trc1.rail, ro
tbat th. totel rurb.r of rcgiola tn th. coanualty !1ght b. b.trac! .'o rad !J,  corpg-
able to thc auobcr of rtlt.r  conprJ.rlag tbc USl. lhy rbould tb.!.  r.glor!. lot  .1ct
2 acaators cach for I  Eutoocea  Srartc?
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2.
D.II
SiEal rcuerkr of llcrbcrt  Gicreob
Ithllc  agrcclng  rltb  th.  tcrerrl  rplrlt  of  tbc r.porti  f  ahoulil llkc  to rekl
the follorlng  rctcrvatlonr  entl polntr:
Wc bavc aot dlacuagcd ln  cufficicat  detall  th.'argunctrtr l.edlng  to thc cottolualol
that tbc ColnuDlty bud6ct abould be cxPandcd to,  at  lceatr  ) t  o? thr  Couuni'ty
GNP by 1980 (peec 54).
I  ilo not fcel  conrinoed that  it  rould  bo urd.!1reb1c fot - tha Rc8lolr1  Funil to
auppJ.cucnt rathcr  than partly  rcplecc !.rb.r-atate  r.81olr1  lp.nalln8 (pesl l+7). fy
opiato6 ls  that  whetever  the ConnuDlty cel ilo ahoulcl b.  Lrr rddit:lo!  to  rbat
natlonrl  Govcrnacata erc doi!8 !ot.
).  Shoulrt lt  b. irpltc<t  tbat varletiona in  tbc VIT ar.  r!  rntl-ctollc.l  t.rpon  tlth
poaelbllltlee  of rc6ioaaL illffrcattatlon  (patc 44) ln  tbc cycllcrl  ooatett,  I
roulcl rcacrvc ny poaitlol.
Aa rcgerils thc Conuon Europcea Curr;ncy, to ba ilrfinail  ar e nbetr of, letlonel
currc1ciel.  I  etrotgly  p1.ad thrt  buaoDiratl.on of lonctary po1lol.r  ol  thc beeil
of c.rtel!  targeta and lBillcatorl  ehould prooccd.rlo[8  tlth  rlt  lrrrotltrg  of  thr
acopc for  parlty  chaaSct. Aa loag ae thc obJootLvc of  fttbtlng  lnfletl.oa  lc  rc-
cognfuctl  to bc of  prtrary  ilportaacc,  thcrc rbould ba lor.  rcopr lor  rrveluetLoal
than lor  alereluatlolc
I11 ordcr to oeke thc.Conaon Europcen  Currcncy rorc  ctabLc tlrrn tbo etalrtc  of  tba
aatlonef currcDcl,aa ead to .lrbLc  lt  to  conp€ta riu  tbc .tron6ar onle, I  lutta.t
thr,t tb.  rrbrgfl lhould bc ftllrd  ritb  edatitl.ond unltr  of lrtlosrl  curlrloicr  (!'l
tho .r!.  proportloa) rhcncrcr ita  veluc Ln tcrll  of  Sooals end r.rvicee  her dr-
cli!.d  ln  r11 countrlrg  bJr nor. thrn e c.rtrln  p.rcaltrSa.
6. Thc Coonon Europcen  Currcncy le too laportut  r  .u86crtlo!  to {taof.  tb.  .rf.$[fdr
that erc indSpcDnbl.  for  prev.trtin6 lt  fror  brrlqe  frllurl.  trrltura  ls  bouail to
rcauLt 1f  the oxcbrng. retcs err  Eor. rl8lal  thrn i!  rrrrentoil  by th.  brr!!o[l'trtl'o!
of nolctery po1Lolcr.
+.
78Doounrnt  rr:lttrn by Frroforlor  0rr lll0{Ift0Q
' I'  Rgqoona for Eoononio  and Itpnatqly Un{pn  8t
n 160E-T
f.  Rcasong for Eoonoraio  aniMonctary  Unlon
l.  [he atlvantagcs of e European nonrtarT untQn oan bo aumeri.sqil pe fo]Iorat
- Efficiency gains alue to thc sinpllfl.oation  of transfofir thc cllntnct*on (nr fg$ql-ton) of rlOla
the cxchang€ riskl thc abolltlon of lntcr.nal  .xohangr oontrol tliEo:r'islnstton/EC-r.tlir4tg
(such oontrols, as nlght be n€oresa,lyr ropld be applicd aJotg thc perlnctcr qf a rldsr alad
nore viable ou:rrenoy area); eoonomLor of coalt.
- Savlng in thc hoLttlng of ertcrflel !!!r!.r6.f th. pooli.ng ot totcrttQg  roUl4 hqVf tp bq ro-
companletl by the orcatlon of the Cmunltyts dn rou!o.! of llqu{dltyp ?o hc qrr4 fqr
interrral settlcnentsl (tnis tg n ocrsrrlr if  ws alo to frrrly nlntcarrc+trrdr  inf,rtF{?orrp trado).
- Restoratlon  of Erropean oontrol orcr noncterT  gondltlonr  tn Daropq.
Perhapg due to the oiror:netanocr nhi.ob hevc prcvaihd. ov.! thc lart frn yr*Tqr lt  ia
gcnerally helit that the benEfit last llgtcd above t!  the nort lnportant th+t oetlttat'y  unl-
floation roul<t brlng about.
I believc thls to bc Juetificrl.'So far itavlLopoGrt. hevo bocn |uph Utet qEC pgunltitt
have beoone coorocroially intcgratecl rith  onc anothcn,  rhcr.al n?g?la4Iv  thrt pmualoato
nainoly wtthl ancl thro.rgh,  the ttollar. lftrl.s oausca shara ooaf,ltgtr a,f a tl.Dr lho$ tho olob
tencte to clive:1ge  on thc tr,o siatea of thc At1antla. Almady in thr rcoorr{ hElf ot tbr tlftl?lr
Europe r€gaincd autonorny vis-a-rie  thc Unitcd gtater I,n tha trqala gJtol.cr but Dot rr ylt ln
the noneta::y a^nd flnancial Eph€rea. gcvcrel facton (inolnitlngr of oorurtr thq tForth of th.
Euroitollar rnarket)  have aooentua.tccl  noactery lntcrdcpondcnor.'Hcwtrl  dven ?hr tlt*t  ilXar
proporlion betncen the Unltcd Statcg and the frngncntcd &rlopcan  nattronat Fa:thatfr  lnfcrdo-
penilence has be.n lopsicteit. lhe E\ropcan  oountrj.cgr ablJ.lty ta pu.:ttuqr for, otJgl,than thc
ehort tem tnon€tart  polioi€s at var:isnoe rlth thogc of thl ctcalnant aoonoy her bdcn lcvqroly
ourtailecl.
As 1on6 as thcy eot as separetc cntltlca, Europcaa oo&ttlat oan entl [aka vcrv llnitril
usc of.tcohnloal  ilcvloea, suoh a,s dohirrg! rstc ohongcrr in qtdcr| to r.gtrtn Bonctaly pwcmf6-
nty. Separatc noncy and capital merkcts  and lncLopcndcnt oo.rlrnotct {o not h*vc tbc lapa
strength;  they appeal ttlffe:rently to nobilc oapital.l h$ if  l,n4ivillpal  BEq oouatt'i.t v?t'l'.d
the erohange ratel to the (tHff.Ent) crtcnt ncGatcd to ourb tho 4ol,ler inflctr tlloy rorrlit nu
the risk of upsetting their tradc balanocl  nor th8t lnt!.,'.stso tratlr croqcilr for tb. evctrga
of menber courrtrlEs onc half of thcln total forclgn ttrdcr thcrtes tr"d. rl,tb thc Onttp4
States (rilh rhon the nonetary problm arlror) avGtaS.; lcrl  tlr'n trn plr ocntt
one toight aleo arguc that th! f,rccdon to rcrort to parlty rrjuuprtr pfght qnfqtrly bc
usett to glaln a sharp conpetltiv.  cdgie rlthln thc lntlustrlal  qurtonr'utrlgat lt  la tnrc that
i.n the poetral trlcrlod ',oonpetltivc  undorrralu+tlonstt  hsvc bcon norc utcd then oonnftltivc
clevaluatlonr,  but thc formcl gcncrally butlii up rltrly  and ntsht br qffsct ty 11n+t.4 dtd
regu.latect  exohange rate flertbility.  Rtnallyl parlty Junpr arc difftqult to noono*l0 rlth
present ar"ang:oncntE urd6r th6 aoumon  egtloqlturql  poltoy. 1[h8r oonotara  grio4 roul{' elro
help ln nanagl.ng the lnatustdal and agrl.oultulal ourtonr unlon.'
2.  Ihe r€oov6lif of nonetary Eovcn i.lntrrr through unlonr lould aoan that E\ugn? roulit lgain
have the porer to pursuo an Eutonmour nomtarlr pollay. hrt rhloh pol.igy?
8IrI
uon.tdv polloy oan bc dlcflnod !,  th. rrr! of e rct  of lnrtrrnrntl  thrt  ra. rvrlhbh  to
non.tarry authorC,tlcr ln ordcr to aohfuvr oarlein alu,  tr{nly  la thc rohrrr of rtrblllletlon
polloy, brt dlo  ln othtr ficltts.  Stebillretloa pollo r in tural  lr  De,:rt of coonclo pollot
anrl rtretrgyr  15ur' lonctery  polloy, rhlch har holal ruch r pralneat plror !'n tbc r,nolrl  of
r.Bporu u"scil ln thc portnar pcrlod for rtablllretlon  putTo.arr fi  lnrtruncntel  ln eohlcvlng
th.  objcctiwt  of govcrnnbntal cconmlo pollolcr.  If, tha !o1. of uonctety pol'loyl inportant
thought it  it,  1! gubordlnatc to o'verall coononlo pollcy obJootlvrrq  Donctr.rtrr  uJrLon o$not ba
:r.cgardcil at an cnd ln lttclf;  Dor oanr lt  bc oonocivcd of u  frerlblc  outlitlc thc rlilcr
oontcrt of ooononlo  unton.
For th.  purpoaaa of thls papcr X chelL dcflnc cooamlo unlon a! e ttat.  of a't1?aln ln
rhioh:
e) [hc tcndcnoy torerdr €qualiration of plod.uot and faotor pliocl  1l not hlnd.!.al  by.adnlnj'r-
tretivr  anat otho:r oontlols rhioh Alrorlolnetc  on thc berfi  of nrrttorrallty, rutdraoc (or
looation of plant o! invcEtn nt).
b) A nctvork of ltnkagcr bctrccn omp&nlarr tnrdc uaionrl lartltutlonr  ltrctohl'n6 eororr
natlonaL bortl.ls, ls 3radueUy fonctl,  thcrcby  Drtgllng coonoto .tttdrr  tahloh baltt3
lar15cly  opcn ootmnnloate wlth onc anoihcr, into  onc firl1y intrgratcd coo[6!ro
o) Consolort poliolcr a.r:e pur;ucal In ordc:r to sccurc etl .v!n pettcln of htgh cnplotucnt of
rraoirr:ocr  and to ologc the Saps tn llvlng  and toltking oondltloar thloughout thr  ooonol'o
uniontB tcln"ltor'5r.'1t*rls  rould not (a^nd oou!.d not) br aohicvcd by rclytng c:olurlvcly  on
the 6eographloa1  nobllity  of nanpwcrl Comunity inetruncattr aldn to tholc urtl  by tottclg
Dants trithin inativldu^el countrlce; rould bG crcatctl a,nd cnploycct  for thc putltora.'
Thc ?oltorlng ttcals.vith sonc of the lrrucs alisitlt  uait* o).
3.  It  follqc  fron the abovc thet lonctarlr unlon oannot br ai!.al at ln vlt!'o.  lhl  oholoc
of the path l.ailtng to lt  rnrst bc nad.c bcer{.ng ln nlntl tbr roonoio lnpllortlonr|  D.!!u!ltr
of uonctary unl,f,!.oatlon  ncccl to bc appraLtact rith  rcfcrcuoc to thcll  lnplloetlonr for thc
unionrg brosd rylg  polloy obJcotivcr.
I  takc tt  thatl  ae far as tho!.  objcotlws ar.  oo[o.rn6al1 tha union rould bahlv. h
uuch the sar. ray a^c lniLlvlituel nonbcr gou.rnnc'nt! anit omntrlu.r tt  hac bccn a iliatlnotlvc
fcaturc of thc poet tfo:rlcl tJar If  pcdod that govcr:nncnt. h8v. olcarly aolc1dl.d6la th.h
ncgponsibllltJr  to scour. fu1l cnployucnt (and. coononlc ttotdb) ln th.lr  rclpcotlr'. oountrlcr.
Altho16h norc rcocntly  thc cnpha.rir  ha^r rhiftcd torarda fnprorfng thc Ereltty of l1fo1 lt  !'r
olcar that gr*th  batctl on thc progrur of produotlYlty oontitm.r to b. B ootrdltlon  rhloh
ruat bc firlflllcd  lf  rc arc to irpro\r. rrorklngi oodlltlonr ud  oondiilone of llfcil;  to urc
thc lan6uagc of thc omunlqu6 iraucd et thc PErlr runit  nocttrg 1a,rt Ootobcr.l ID W oplnlops
looking at tho or\il.! of prlorltica  frm  tha Comrnlty atrndpoints tha ne,ln gurlLfiorilon to
bc nade ic that nolc attcntlott should bc paltt to thc burinu.  ol/o1.r, ohanSu &-:!!gg.'
Aftcr all'  th. prooc!! of latcgrating thr  oooncmlcr tl  lef,tly  oac of n'enr'ngtag tbc
allooetlon of lcssu.rocr enil thc looatlon of produotlvc  aotlvtty throughort tbc unl'orrr t.!-
ritory  at a wholc. Honoc, thc boili.! rhloh arc prinarlly  cntrurtrd rlth  thc terk of oanrlylng
ogt the lntcgration plocoso ought to bc crpcotcd to rcoo;lrttc thoh lpcoiel rcrponrlbllity
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for growth balanoecl ihrough apaoe,  whLle cooperating rith  national governnenta ln order to
stabilise the buslnees oycle over time.
Unfortunately, we do.not bror cngqgh ebout grcfith to be able to regulatc.lt  in the rsy
ne regulate,  say, the enploynent  lovcl er !he. balance of paymeqte.'The problen 1g furthcr
conplicated bJ the fact that grgrlthr like  lqflation,  has kcpt lnportant national  oonnotationst
6ugge6ting that the progiregs  rnaile in thc poetrar perioil does not go bcyond thc atage of gcni-
integrat i on.
,  fhis nay m...ke it  a d.ifficult  tagk to achieve. egtonalty balehclal gro,tht lt  docs nott
horever,  clispenaeirith.foroulating  and lnplcuenting a Aropeen polloy of grorth foq  althonrgh
ne ilo not loro,r everything  about  econornLo  grorthr we clo licnor that ocrtaln thin&  ttait. to
foster itl  whi].e others hinder ftr,lrongterT  uniflcatioa Ehould. pe pupued in a farhlon
oonsistent wlth a E\mopean polioy.of  balanccd  grpnrth.
4.  As 1ong. aE the abiLity to euatain thc procees of econouic gr.orttr in a oontcxt of nonc-
tary stability  diffels  frorn countrT to countly, a rnechanisn of nonetary uaifioation  shouJ.al bo
ohosen rhich wouLd. not hinge on one hundrecl per cent freezirg of parittcs.  It  Lr a good. ap.-
proximation to eay that the ratiog at rhich nernber  cor.rntriesr ouncnoieg  are eroharuprl oa,nnot
be kept cbnstant oVer. the rnedlum-Long  nrn, unlese thc ratlog bctrccn the gcneral prloc levele
ln those countriee oan be kcpt oonstant.  tfhoreaa peroanently fixerl paritics rGqulr. thc
satne degree of nonetanr stabilityl  or instabllityo/Xoe  nafntainctl throughout;  cliffclent natio-
nal propensities to lnfLatj.on itrpLy that the rate of prioe ohalrgc at shich output 1111 bc
naximised differc  fron one countqy to another.  Ttre fixetl par5,ty oontralnt rould oauso a de-
viation frorn thts  optiraum  rate analr therefore, damage econonlo grwth.  A nunbcr of faotorst
including th6 qrmgrstr1/  whlch as a nrLe requires ileficlt  oountr"Lce to react nor€ ptonptly  than
surplus countrles to a balbnce-of-payments  disequilibriunr  suggests that adjustnent  of donsnd
and enployment  polioy in the tgpe of anaigenent here dieousscal roulal be nade p!€valcntlyt
and perhaps preponderantly, by high inflation-propenEity  countricg (cloee to the Lcvcl poeltr<I
by the lor  lnflatlon-prooensity oountrles).
fntrargroup  perity  flexibllltyl  horsver, is  not g:enerally oonaiclerecl a rynottD of
unification (a1thor.€h  floating axcharlge lates seen nc'v. to bc aoocptccl for transactions on
capital account). Thls attitucle ie justified  because of thc cLergcr that flcdbltlty  ni6ht
clegenerate  into freely fLoatlng ratee anil because .the existcnoc  of a contraint is likcly  to
foste! the nove towa:d.s nutually consistent patter'ns of bchavioru. In thc light  of thc forc-
going argurnents it  rnight, honever, be argucd that a statutory ragulatlon of flarlbllltyl
rhich wouLil efadua[y Ehrink so as to finally  lead to conpleteLy  fixett paritlcsl  and thc
early introiluction of a European ounrency  roulal both largcly rcAuoe that rigk atral p1ao. pro-
gress torards roonetaq/ unifioatlonr ln the transitlonal perLod. alrcady,  on a lcgg volatile
basis than would a oormritnrent Bot to ohangic parities othar thar in aooord.anoo with sooc
agreed procedures.
5.  The neecl to retain fl.cibillty  niII  be Less strongly felt  tf  gufficlent proglcgt ls  nadc
towa?tis  a European policy of gi?orath. In the previour eectionr lt  rag shcnrn that thcrc is  a
built-ln  Llnk between nonetatlr  unifioation  ancl thc gronth  prooeser  antl that thc lattc:r nay be
differently affeotect in tliffergnt  reglone and countrlee.  If  ncober countrice  rclc  eatleficd
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rr to thc Conunltyts  rbillty  to tr,Lr oilmtttng rtrprl rbLob rculrl holp to rrutd,a r trtralr
ocd grorthlthryralght  egroc to dcprtvtna thumlvrr  of, !o!.l.rt  tnrtnnratr  rhloh hrv. r
bcarlng  on thclr roonolo Ftrth.
lhc llnk botrmn ronctary nnifiertlon  rnal .oonorlo grfitb 1r not only tht rnrlt  of
tha rcnunoletlon  to um ruoh lnrtnnoatr rr uohrrgl nta p.llotr rrolrnfr ooatrolrl olrillt
poticy (anti ultlnatrly  tlenenrt  nanagrnrnt). &rr llnk alio lr lhrrr boorur tb. Dtoo.rl of lo-
netary rurlfloetlon,  1on6 b.forr lt  hadr to thc urc of onr ourcuoy througheut lho rboh
ar.e, rill  tcntt to oonrlilcrebly lnorem thr rtrrrgtb of tho rntrrtlo  fr,otor tblob D[uh
gXgg letion8l .oonol.! torarrfu oooaoio tntrgrrtion.
fhlt appllrrl lglglllEr  to rrgpt and relrt'tor. l[olt !,niurtt{al oountr.l,rr lr!  !ilr4$/r
on e lebour atuils,rial rathu thrn oa r lonrtlry rtr,ndrrd  of, a.ay klndr noncy rupp\r loldl to
rd.Jult to tho lrvclt oonrlrtcnt rlth lhc rvolutlon ot trlrr  od rrlr,rlo  (rhloh trl  rlbolt
to ittfforcnt al.gr.a., rutonmsur ln rrlet!.on to thc oonilltlonr of dllni  r,nd rrpply)1 rrtbc
thrn vlor vc:rrlo'Olvrn thr ray ln rhloh tnd.o urloil hrv. irvrlcpedl tbo hbour rtr.drr{ tr
fund.rnrntally r natlonrl rtanila,ril: r teot rhloh eooountt for r 3rrd drrt of tho .lDl Etatl'!3
tu thr vertor cmittit.rr proporrlty to lnf1etl.on.  If, rc r,!r o! l  trebou.turA$ilr  !.-o!!irnl-
zatlon of trrrdr unlonrr stnroturc  a,nd pollolrrr la e farhlon 11L.1y to tura r nrtlonel rtu-
iler{ lnto I ocmuntty*tilc onr; roplurntr  pe,rt and pa,rorl of thr lntqlrttol  prooou.'Xa  thr
ncantlocs ae nonrte,ry unlfloatlon laelru r arc takcn elil tbar,! lrploatetlon brooer oloer
to thc publ,lo at lesgrs thc nvci1il rbloh irndr to blrs dtlSrrrmor ln nrl  rrccr Drtil fcr thr
sanc rork tn illf,lcirnt  oountrlcr rlll  bcooc thlnncr and tbtnn t.rllhurl tbo autrrtlo roir-
nltne rl11 ronk rlth ilonc vl6our torar{r oloring thc Aapr ln tho nto  of tnolarra of lruqna-
natlonr irrcrpcotlvc of thc rlgc of pr.oduotlvlty gatns ln illffrrrnt oontrhr.'Ia fiot  thc
purh twerrfu pal pertty throuthout thc couuaityrr tcrrltorT rt4htl dur.lq thc trr,nrittonrl
phaac, lnply at thc llnit  a auoocrrlon of highcr regc rlrcr ln tha !.g{,ont rni ootatd.u
rhcrc protluottvlty fu lorcr end grore rlorly.' !hu!' th. po.ltlotr o? thorc rglou  rad ooa,tsir
aa lncluctrlel looatlonr  roulal, at thc vcry bctlnnlntr b. vartr trcd.r rcg{,onr1 problorr rodrt be
aggravatccl  e.nrl uonctary unlfioatlon  ltrclf, rould bc Jcope"rillrrrl.
6,  Hcrc a6eln thc itlfflonlty nlght bc orrlomc lf  nomtrr;r  urd,floetlon rr'.  rooaDa,al..l bt
atcpr rbich alr r.allt  part of coonol.o ual?1ostlon. lltlrc latr.oiluottoa ol r oenlrrlly ftunor4
paX-r:oll rublldJr ln favour of thc rrgC.onr (hcrgrrt) hlt by th. rd.  trrrdr  p.V prt{tt rorlit
rcakcn tha tand.rcy to oonocntrstton of lnvutrcnt la * fcr svrl.'cDuillnli  ndmr.' In feotl
thc aubafuly olght bc ilovctaLlctl  lnto e Coorunity<lilc  ryrteul rhlohl by rrrnr of a rqtonally
illffcrcntletcil pav-roll tar rubrldql rodd tcnal to rcduoc oolg!.ttor ltl th. or.rtt rt.A !.Gt.oilf
anil uncnrployucnt  ln thc leggard once.'
Orr lntroduotLon of aubrldlcg  rould not naosnar{It  nran thrt ortra rorlil bc orrtfsAlg r
glvcn rtruotulc rnil t.rritoriel  pattorn of produotlon rnd luvrrtrnt  aotlvltyl .vary tlr.
that a pookct of unaqrlolmcnt, hd.v.r mrll,  tbratcnod, to fotn.'llhc plooalr qt roqd,o
int.€i1atlon roulit not havc uuoh ncenirg lf  lt  all{ not bllna rbout ohlne.. ln thr looriloa of
ooononl.o aotlvlty and.'tn ttrr elloortlon of rrrourocr (ft roUa aot lelo rrnrr lfs  oa btlanor,
lt  lnorceacd  lnrfflolcnoy).
But thc dtrrctllflortlon of cmray rouror!  anat thc rclattvc tlrollnr ln oortr sf
84(mu1ti-r"oitat) trarisport  have nowailays  naite geography  Less reJevant as a ileterlnlnant  of lndus-
trial  loeations. "{s fa? as these are ooncenredl a reightier  lnfluencc appcaftr to bc ettribu-
table to ad iroc ooLicics nursued by governrnents  andr/or  loCal authorities and.l at the other
end of the snectrlnl to a eort of inertia which .preserves the porer of pttractlon  of old-
establ"ished inrlustrie.L  centres long after the causes, whioh lnitlally  made industry settle
there, have suhsided.
In a nluralistic  economio orrier, suoh as  obtains in rcsterp Eurepg, plofitability
calculations  do not (fulIy)  allor.r foy. sool.l  eostE. Th6re is  e tcndency to ove!.zratc the
exte"nal economies  whlch "  concentration affo:de antl to underrate the external
diseconomies.  As member eountrlee beoone regions of the wider Conmunity area, the perLpheral
regions of eountr.ies whtch thernselves [aopen to be ih a pcrlphe:ral pqsltlon rlthir  that area,
will  find thensel.ves farther renovcd from the ErLrropean inner oirole of indugtriaL concentrs-'on
tion,  the increased  I'economic ilistanocrtwlll nake thern less attraotlve tp canital.
leoause integration  t.rorr.ld strennt\en the factore lrhtoh  rnakc for co4centlrtlon  of Econo-
nic aotivityr  t;,.: propoeal  alraailSr  nrde th.q.tr as part of a E'u:r.opcan policy of tralenosd growth,
a tax on the qa.ins f?on concentration  shouli be irtroduocils !com6 to be juntif,ieil.
1,  Econonic Srdwth is  an obJectlvc of stabilieation pol!.oy anill thus, of moncta:ry policy
also. Tbe iolicy  to be pursued by a European nonetla,'union  rndl befone it  oones to thet,
the lath to rnonetarlp  unification  which wlll  be  followeil  durin8 thc transitional"  period,
should aim at na.intainine  hi6h leve1e of activity  in all. thc nain coonomic reglons of the
rornnunitlr. Feillnl  thntr sonc lndustrial high-activity r€glons (with a bigh proJ'ensity to
inflation)  nisht heoone tornorro*ls  trprohleh  areas'r.
Itrrtoh of tre foreeoing, horevcn, refers to the plight of tho ttoonrollitatecltr  roglonal
:rroblens.  ?hese are rightly  oonsideu.ed aE fall.ing within the purrrlar of long-fgp1 development
oolicies. Inrleed, such is  the comploxlty of cleve).opnent problena  that it  can hqrdly be hoped
to orrercome them wlthout a multipl,e  attpok by neans of taxr tovcquent  expendlturel  ftanpower
traininet educ:rtionalr  gublic worksr traneport and other Dollcics. But thft  does not mean that
it  is  irrelsva.nt  fron the standpolnt  of the less developeat r.agionE nhat sort of union end
moneta::y nolicy wiJ,1 be almed at ln the Conrmunlty. 'fhe fact that lonfi-trr,n polloies can work
the changes in the struetureg necCed to over.oome  oonditlong  of eoononiq  baohra$.ncss doas not
itttply that  stabilisation oolioieet  End nonetary nolicy at thatl  hav: nathing to contribute.
Sece.use  stmctural differences make for  a different cycllaal  pcrfonnancel End vlce versa,
stabilisation policies  eannot ovclLook the inter-acting  link  bctreen the two. lhwr  what is
the rationale fo1 nursuing thc aane denand policy for the tenilenttclly  1or-66f,1y11" end for
the tendentially hig:h-activity  regiongr  when the impact of dlglnfl.etionqrT  mGasur.es  tcnde in
fact to coneentrate in the formor rogionsr  irhere it  is  not nceded? (Moot caeualtles of a
eredit srueeze a.r.e trsuaLly to be found anong the snaller firrns, vrhioh In those nggiions ac-
oount for a hi.gher share of the total),  I,'lonetary  nGaEu:reB ari€ not neutral eub sD€cic r€gionis:
at any rate they have an impllcit  r€gional effeet connectsd  rtth  (a varVirr6 dqgrqe of) indus-
trial  specialisation  by the regions. Whenever that effect te not ponglEtent  with a European
pollcy of balaneed  grcnrthr a rcAlionally  differentlated  nonetar5r polioy Bhoul.d  &s far  as praoti
eable be pursued and./or offsetting  pollclee ln other sphercs should bc €nacted.E-I
8.  I hopc to hav. lhorn that nonrtaqy  rulftoetlon  oerurot ebltleot flm loonmio udftor-
tion. 0f ooufac' coonmiar rhloh arc not firlly intotratoit t t ar. bounrl to hdva oonfllotlng
perocptionr  of thc attcnttant rlska ond bcncfltE. Ilhulr for ronc oqlrtrtu Ebroparr| tromte!.|f
unifioation  rhoulit bc roqht in a xat llk ly to culdur infiIatlomr ln ths,firat Pllo..'OlYtn
the preecnt vcry high ratcr of oort rntl pr'I'oc lnorcercr, thtt attltuitc ln coly to a*plrln'
AIso, altholgh lt  lt  e ploblcn for inomcr polioy pcrb.pr Jurt es uuoh ar tt  1r for lon.tray
polioyl inflatlon rpp.a$ to 11o ln thc ficlil  of, lonrtrrA phbnil.nr lolr  than 4o.r rooamlo
gDrti. T havc oonocntratcd  on thc lattcr baoaugc I rcgar{ tt  at bctnA ultlnatrly thr cholrlvc
faotor in thc ettitutlc of ncnbcr oountli.. vls-l-vls tho Couunlty and ltr  ttrrufotutlon
into a fully-flcdgcd.  unton.
As Europe vil1 not rcg:ain nonctarT  roo.r.ciSnty rlthout oortrl ro lhoultl neJcc atrr. th.t
it  ls put to good u!c.'t'hlc  qan b.Et bc aohlcvcd by inplolrntlrg a Etllopren  polloy of glaath
rlthin tho fira$aro:rk of noncter'trr  antl aoonanio  unlon.
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E\ropcen lortrrv  ltnl.on
1.  Iomy lr  8 too{ r.F$rt lnt r b*t.art.r.  Ia.tstt  Erdo! rbodit br Bruotril ody to
thc crtrat thrtr lnd only b  l fon tl*t1 rabrr tlr  trrl,o obJrotlvrr of Soorclo grlotr
culcr to rttrta.  It  tr ry fre,r tDrt lf, loartr,rlr Ihtq  lr ..t  rrD u  aa obJrotlv. lB ltr
an r'13bt lt  rl11 rekc thor terl,o obJrotivo of &oaclc Udon rort dltrf,tseltr  rrth.r ttr,tr
hu  ill.filtoult, to rttrln.
2.  Ia oitlr to prmota tbr tolo  obJrotlrrr cf tooarlc Udoa rr lLonlrl lrrl  eomtrrlr
srlr,lltrontr  brtrcca tb. Xb. tlloh !c{uo. to r rllla  |'!t F!.lt  fiuraohl.fcnrir,rV-
bd,enor-of,-pe;rcate 0lfflsrltl,..  lD rlltrlng f!..  tr.r.r  lro  l*crat  of orDltrlr th.
rae{y trurfir  of fand,r to and tbil  en @ budgrtr ard .o oo. lblc {orr aot res ibat ro
Eooaol.o Ud.or nrrt b. b.r.d. mlrly on Sl!!!:gdll  Ddlalptr.|, O! tb. ocBi!|rtrr is ddl-
tlon to tle ?llc nwornt af apoill aad feoton ef pr.oduolloa rrld la rdiltloa to tbc ha'llo-
nlration of tum,  oolpllt ldr  elA :rgul*tlonrl .tg  aoro! Drropern loltolrr for rgrloctr-
turl  rgC,olrl drvllolnutl pUuttoa oontrol; pnoourorat of Fbl4o tooArr psdotioa  of,
rsr.llohr  at vslolr.ltr adt prortuotloa lq rooh ferfr"rodr idilttla.  rr .l.fl  llA $ron^ft
prroduotlons  ri.:i.gtritutlon of llqgrtr rrl rr*ltb, dc.l  etc.1 rrl  ttc pt p.t rtlfi? of ra
Eowaic Urien. Such rrttm  rrc dtt?l,qrlt a!orr!! t!  r,l1 oouol.lor to tr113 to ruoonft\rl
frultlou. ft  iE uost d,orlnblr thrt thry rhorld, b. Jdate ott thrlr an Dlolrrr ltdrratel
ncr.ttr rnd uot on tbclr af?rotl o! tb. bahnor of 6,pnmtr brkrrn tbr ooptltrrlt  Dartr of
thr loonmic  Bniou.
3,  lhrlr arg ody tr.o pot.lblr rr,tt of .r,'t!8 tbere rortrry  trlrnoo-of-prJll|ratr problcr
tbr tlrt  1,. by onrrcnojr ht.trrtlor  rlrl tb. rcoodl Lr fV nrirt{oar b  rrtu  ol .!oh.'8t
bctrcra tbc nstlonal our..reaoLar,
1.  By our.r.ucy  intogrrtlon I rmn thc la,gtttatlon of r oilon ourr.rot or r rl6ia lookfu3
of crcbaagc-letsr in e lron ! rhl,oh brr the ror  rfi?rotr' If rrrltnp  br. th. ruo roreyl
tbca tbr toahnLoal probl.t of nltry  e trarrfcr of fudr Lh.a  otro Dr^tl .oi raotbcr of
thr lgoacnl,o Unton ill!rpp.$..,ttt  tbo barlo rr.nrrliltaa 1rtoblot tlo aot rilirepFut thry
tale tbt forr of ilcplarrloa rad rLr(Lrtloa ln rbrt rsrltl otbcrrlrr brvr brrl r ocurt!:f lltb
r bdrnor-of-lragncatr drllolt ud. of lalletton la r otdrT rhi,ob rqlil  otbrrrbr hrv. had
s brluo.-o!- l,ryrrata surtrhr.'Ud.il  tbc oonillttor rdrt  for r rrrronrbly Dalalcrr
edJnrtnal  of th. aon rtlo roolnlrr to tbrrr noar-lr,rry io(latloar alil ll(lrtlolrr  thl.
mtbcil of ounaoy lntogrrtloa rlll  nakc thc tullif|lS of e tnr  Eoonclo fdoa ror. attfttsult
a,nit rl,ll  nrtlrletoly lcrd io ortrtppha rblob r1l1 illrcndlt thr rhob ralrrlr.ltt.  A nrttor,l
gtrnrrnolt rhtoh 1r ooptrg rltb ilcrtlo  ulrrpl.ofnt ahr to tLo rtrl'ljrmlrr  of r.rb.rrhlP
of, r ou:ruoy rrnion 1r not golg to .t!..  cutly to tholr rtrDr b  tbr ht'ldtry ol rn
Eooaclq ltrrr,sn rbiob l4r rrqdr  lt  te oontrihtd rorr lo r olntnl hflFrl  brdgrtl to pt
ort lt.  oontnots ,for pnbllo roiLr to oontraatorl  tll otbrr rarbtr ooutr{..r ltri to on.
A gcvrmrat rhlob lr rtrjgltn3 ritb r alaertl,o rrrtr{ctloa tlnr to r q!!!.!ot lllo!  r1l1
ilcvolop . tblolAhlt proicotloollt .ttituL  to ruoh pollolor. Ia tba ud ftrr troorlo laLon
roultl oollaplrn
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t,  tho oonditlons  nc6c.tary for the-ruoocaifirl  opcrotlor of oug noy lntr3atloa  inoludl
(a) a ocntrally lntegratcit nonctery anit f,lgoal polloy1 (b) a oo-ortfnrtrd rage f,l'rlbllltyt
and (o) a higbl.y developad rog{'ona.l  polioy.
(a) ffth our,]lotroy  iatcgratlon thorc nust be only ono ocatral act of flarnold $tbodtlr"
oontrollinS  not only tbo tupply of th. co@o! ou$trDoy but alao E IUF  rnil poteat rra6l
of fiEcal lustruDeatr,  in ordcr to stabiLlsc tbc golt.r:al hvcl of offestl1|.  dcaand
thrcr:rghout  the Eoollonio  unlon.,fational  govatrnrntr rlll  barc loat tbilo porcrs| aail
thc atiff,ioqltl6o of adJuctu6nt for onc !66b.1r oont;1try rhloh har to ta{lrto o! to 
'Lfllet'
rslatlv.ly to the othGr nrnlcl cormtrtcr rut  sot ba oolsouraca bt thr rblrno' of |J!t
euthorlty oapa.ble of pncvcntlng  gcaaral lnf,latlourt rnd ibflrtlonory rutu  thrughout
the Eoonolio  Unioa.
(t) ttage oogtg Euat fal.l ln tbc nonbcr oountry rhloh hrr to dofiLatc trhtlvlly  to r{r  oo'tr
ln tbG othor lrnlcr oountrdcl. othcrlgc rr tlll  rtnply havc narr uncnploloont la tbr
oountrv ooaocmlil. tlc r,lc rorhct tn rlght of r alLtarr of rrtlold, ragp-flrt$ rbtob
wil1 nake tlric porrlbl.oixnileerl'  thc introituotloa  of a oo@on ou:|'lrlotr lf  lt  raooruagrd
tridc uniar to dtcnand thr nnr ron y rr€t fo! tb. .rI  Job tht|ouehol$ tbo looaonlo
unlon rc8etdlsss of illff,or.aou ln proiluottvltyl  roul(l nakc lrtt.t|  rvrn rorr  thrn
they alo at presont ia tbtr lcrpcot.
(o) rterc roulil hsv. to !c reLl-dcvrlopril rg:lonrl pollolrr to orr. tbr eiJutnantr rhlob
th.sc roletr.To Donetarlr inllatlonE and ilcfiIetlou rocltl nndoubtcttly  latdlr  horm!
euooes$frrl orc night hopc to be in naktng nonctertrr rr.!  anil otba! oottr ron f,lcrlblo
than thoY aro at Pl€scnt.'
6.  If  ons oongiclere  the. prcscnt disorcpanoier brtrcor tho tlif;lercat  EEC ooatrlrr la thrlr
arren6erentr  for oopllg Y{tb lttflstlone{f pnrrrur\rl - ed.rlad both fr'il  thr rl.rerd rldr e'nd
fron the oo8t rialo - and tf  oac rclcrber: thft tt  lr  prolrrly at thlr th'  thrt thc tllf,fr-
rcnt eountr.lor are crper{noattag nlth d.{tlfcrcnt !..tua.r to oopc rith tbtr Drotl'.lr tt rorld
bc foollrh to tqtr to fir  rrohaa6e rater et all rtgirUy rfro It roultt hdood bo trgio  tbrt
just a: thc rost of tb. yoflat (tncludiag thc ItSt) r.1a t rlt.lng thc folly of fg''l  'xobl4p
rates in pto6cnt oonditlonrl tbr ooultrl.! of tbc trmo rop to ooult thorrlv6  to thil
ctlsaatrou.r polloy. Inilcctt f,rogncutp enalll gtrqfurf .roba,!€l ratc rdJurtmltr nthcl tbe'l
prolongc4 pcrloits of t€n.lon et fl,rcil ratm oublaattl3 ln e:cplori?. r'!it allrluLtrt lr!8t-
acalo oataoLycw provlite rnob tbs !o!t hopcfirl raril  fot e oonalalalabb tbr  e'bred f,or
nlnill.lng thr talanoc-of-paylratl obst.,olcl to thr oOutanotlon  of an DooaqlO  Ual'oa' Of
oolrse, ruob erra,ngolcnt6 at! lot LdreL. Cu:renoy latltntloa dAbt t'll  rdvr'ntalar lf
aouctitlonr ("), (t),  ana (o) of para€paph 5 rcrc fslll,llrrt. Ij'tbout tholo oold'l'tl'oarl
hor6v.r, it  roulal b. ditartroor.;Ic oan nd ..t  r.bort tull,iltry up ooailtlonr (r) ad (o)l
but 1f yc a,:r. ho0.8t rith qurrclvorr r. hrv. at t t  tro ldra bor to rohtf"' ool'ittoa (t)'
7.  AII thtl doca r!o.! fnply tbrt tho f,lar .hodal a1o aotblaS 1o thr fhlil  ot lo!.trrllr
uniotJ oa tb. oontrar?' lf, a rptu  of f!.qur[tr .r.l,Lr aI|anud crobelln !rt.  rilJulttr at'
is to bc thc ordcr of tbc d^aY lt  tould !a of lD.!t.  hol,P tf  tboy oorl(l get tesrthtr *o
oanagc thls tysten Jolntlyr, I prr'oaalXy  rou.til b. hrPp[ to arc tbm go ibr rbob bog br
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puttlng tho shole of thelr natloual  r€gerv€B of tortt, d.ollera, and sDR.e t.gptbr  rith
considcrable quotas of their  onn otrrrcnoies into a aingla Joint Eu:lopcen  &cohpgs  Equalise-
tion Fuacl.'This fural woulcl bc Jointly opelated  bgr thc lline, go that tho ileternlnation  of
the erohangr rate adjustrnentg botb as betveen th6 ourr.nolcg of ilro lH,ae thcrrolvcs anal
algo ag between th6ir  currcnoieB on the one ha"ntl. a,ud thc rloLler on thc othcr band rou}l
becone a jolnt,  oentraliseal Eunop€an  operation.
8.  Ttrcre 1l a scoond clevelopncnt  which oal1a for L@cdiatc action. If  tho Eoononic  Union
ls to be tlevel.oped there riI1  bc inorea"rirg  noeal for a oonnon unit of aooount for thc rlcno-
ninstLon of the revenues  antt crpcnclltures of tbe ocntlal builgst ar rc1l ar for  suob pulpoecr
as the detenoinaiion  of prlocg for thc oonoon agdsul.tutra,l polioy, In a rogC,"ro in vhioh
erohange ratce betwcen netional  outrcnoicr ere llable to frcqucnt eoall oha,ngrsl this prc-
gentr a problen. l{oreover a unit of aooouRt crpressed in gold or tlollars or SDRrg loscs uuoh
of its  ett"aotion if  Europcan ourcnoieg ere likely  to flluotuatc j.n tc:ng o  go!.il, ilolla1'gl
anal SDRIg; anil in any oasc for thc prrpoB. of a Europce,a Eoorroqlo Unlon thana ls  olviou.
point ln ohooEing a rurit of aocount rhloh has norc releva,noe  to clooostio Europcan nonctery
units than to the iionestio  AnGniosn nonctarlr unit.,
9.  I  proposer therefore, that th.  EEC should adopt er ita  unl.t of eoco4mt e f,blopcan  unit
rhioh is defined as a bag of pr:cdatcrminod  anouatg of thc natlonal our:rrnoics of thc ltlnc
constl.tir.nt Dembers. Ibus onc Europa night be ilcflncd. ea e bag oontalnln6  Qr pouLls sterlingr
Qf tbsnoh frencst @ narksr Ql lirc  end. go on. tlrc qr" rou}l bc flxccl anountr of the nationel
currcncicE eacl woulcl be ohogcn so that intttally  caoh Q ra,s in roughly tha r4ns proporrtion
to thc GNP of the country conocfnsd.  I{ith thie unlt of eooount enit rith  variatlong in thc
nationel  exoha,nge rates, rhcn vslua of th€ Europa rcnt llp in tcrne of onc of thc oonstitucnt
ourrenoies it  woulct neceeearily fall  in velue Ln tcrw  of at leact onc of thG other ooneti-
tuent ourtenoLas.  But if  the variatlong in thc crohange  retcs, thouth frcqucnt,  ycre eDell
and gradtralt it  shoulat be poseible to use euoh a E\rropa es a usofuL unit of aooount for mC
govenrnental  pu!:poBes.
I0.  In the oase of the Comon Agrtoultural Polioyr for oxanplel  supporit prioce f,ixccl in
teraE of Europas would be more nclcvant  to gcacnel lbppcen oonctLtloaa  thar rupport prlocs
f,irctt ln unita of account t16d. tli:rcctLy on inct!.rcotly to the ctollan; erd if  variatlons in
Europe  ctohaltgc tetesr though flegtrcnt,  rore nrvar nolc than a faw pcrocntatr point6 in anJr
ono yearr the variatlone Ln the a8rtoultural  auppor! prlocs in tcr.ng of tho al6.stic  ourFan-
0lo6 concetned  noulil be ver.y nodeletc a,ad, if  noocarerJrr rhoulal be abrolb.al ln gone nay or
enother  by national agrioultural  pol.icies rlthout  lbc aced to rel.ntrodnoo  f,ionticr controle
over agrioultural  procluots.' In a.ny oese lt  roulil bc totally  unaoocpteblr if  tb€ nodelitios
of thc EupDort  arrangcDente fo:t fe:|n.r6 werc allored to itiotatc thc rhoh of thc belanoo-of-
paynents  rncohanlsn for the Eoonoroio Union.
11.  fherc ls a further lnportant  advantagc in ilcftnlng thc Europa in thig rey es a bag of
eristlng  European culrenoleg.'Tlthout  firrther ado, Binoa all  thege natiora,l oulrenoies  arc
alrcady used in orriinatT [adrot traruectiona, this bag of ourrcnoics  aorr].cl b. u!.al by the
Duropoannr.r'rr.ggEqualisat!.on  Aooocnt ss B llcnnE of intcrncntion ln thr fopfua ercha1gc
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Eark tr for outridr ourr.lor,.rr ud 1n pr,rtioulr,! fo! Aolhtt. lhr EuoDos bhrl3r  lqlrll-
gstlon loooat ooald ltnlc tbo Euopr to thc rlollur @'l3  ud re1l1n3 thlr bral of Surogou
Curronohr for thr dollu ro rg to korp thc tsuogrd.oller .tobrD@ rrt. rlihln r prdotrnl-
ncrl brdl e^rould e prr:'ity rhloh oodtl ltm1f br dJurtod rr r.quhA. Ia othc fcrfu th.
gtmotu:r of rrtcr bctrrcn dl  thr ourrrnoto ocnoarnaalr ooulit firor thr oltrot br rrprond.
ln tro partrr flrrt,  ar a retc of .rohang! brtt..rr tb. dollar e,art thc Duropa Deg of ounrnfi
a,rds rcoond, e.c lrtcr of uohr'\ga brtrrcn croh Errlgolu nrtlonrl ourratrot rnit tbr Europr,
thc lttta!  brlnt nrnly r rry of, rrprrrrl'lg: tb. ntar of rrobe,ngr brtron thr DuloDrea ae-
tlonrl our.raaolas.
L2.  I bclhvr that thr drwlopratr nggrrtoil rbsr. .,!. ttlly  rnoutb fot tb. n rt .t{t
of fon trrlr untonr (l) thr pooltrg of, Europca^n  rorrtup F...rr..l  (ff)  tho operrtloa  of r
Jolnt oontrol wor tbc uer of tb,oo !.r.rvcr for tbr rrjdatlon of rlohugr ntul  (tlt)  tlr
fomrtlon of e ooooa polloy for thr ur  of firoqnrat hrt rrrll  .xohlrgt ntr  vrrtetloar;
(fv) thr iloltaltloa  edl lntro{uotlon fo! thr u'. rr b.tr..a the nrtlonrl govrnnrntr, tbr
natl.or.l orntlrl banlrr thr EC offlolel lnrtitutloul  !,8d. tb. cnlrtttd EuoD.r,! &6brltt
Equelhetloa Aooourt of r nuloDa.l unlt of aooourts  tbr Euope, oonrbth3 of r br3 of
Enropoa^a  nrtlolal ourrcnohl la pa.rdotcnlD.d  ftr.at qultiti.rf  ali  (v) thr rrpnrloa of
o:ohr!a! :ntor i.n tbc trofokl f,orm of (r) tno dolhr vrlur of thr Europr raA (b) thc &ropr
valur ol raoh Europcan natlonrl  ouf,lrnolr.'
13.  |!hr ncrt clcolrlvc atrp (e f,laal ibolrlon or rbloh rbou.kllln ry oplalonlbt pottponrd
untll re e,lo orrtain tbrt tbr tl.lr 1r rlpr f,or tt)  l'l tb. tlfelopoeat of thl. -.1t-of-rooolt
Europo lnto a ou.lrrnoy urcl for oolrIrold trannotionr ly e6rntr rtbm tbea otflolr,l lrtlo-
na1 r'nil Eulopcaa  gornr.nnrntrl  r^Dd. oaatnrl bank llttltrtlolr.  Ylma tbc aetlolrl !a..waa of
for.rg  arobrnF anrf othoi elrrtr r,rr pool.rd. la the Eurfeu Erobdltt lgurltrrtlon looouat,
tbe nrulttng lLbilltha  of, thr looorut to thc letloreJ,  ooatnrl blnb ooln be cqrrrrod h
th. ldt  of rooountr thr lnropr.l lfrtlonrl oratrrl belXr ooulal rttb  brJgoaa Latr..D
thant.lvo.  by thc tra^nsfer of, thcsc Euope ibporitr rlth lb  looouat.r llbara r,ra rrt!.rr  of,
thc rrohenlor sf lll6l.ocatrd*elts,scttlourntl.ilut  a rholcly atlff.r.rt rct of plobl.rr rld.
porrlbllltbr  arircg rhcn omrroLel ba:rkg or othor ptllvlto or[tm.!r rlr  rllorrd to bold
Duropa il.rportt liabtlltllr  rltb thr Aooouat. Th. Aoodrt thrn broor  r Eulopru Ocntrrl
Barkr rhloh I rl11 fro  nor on or,ll tbc ECB. PrrrrtrrrbLt thr ECE rould lrrn  Euopr aotrr or
il.po.lt llabl,lltlcr egelurt thc rroolpt ol thc opproprhtr bag of Dulopoen Drtlolrl ourFlttr
oicr eld. rsuLt bc urd..r !^n obltdrttor to nilorn r,ngr of tbo Buopc not.r o! ihporltr rbloh
lt  h!d. l..;u.d. bt tb. FFulohrir of tbcac Suloprr rlth tbr rpprgdrt. hg of arlloarl  ourr-
r:cnolcr frou ttd orn rolrlerlrrr Snob a rtop oarrlrr r!,tb lt  thrr  lrJor dr"agrrJ
14.'  |&c e,blllty o? pdvrtr r|latr to obooro bctrrra bold,lag Europu or holil,!,rg lrtlorLl
ouFtnoirt nagr lntroduoc r rarr !.lativ.ly  ouy ragr of rpooutrtlr6 betrren tho forturr  of
thc vertaur EuroFan ourranohr.l If  oar Eu:ropca! aurF olr 1r rrll  a:d 1l orarotad to aLpra-
oletr La to:lr  of Eboprr (reyl thr pourA) a,art lf  rnothc lr  rtron6 uil ornrotorl to rpgn-
oletr (rry; thc ur*),  thoa Crneu la5r chot to bold. rulk  r^!d oaly BryLfubra  lry rirh
to holcl Euoprs.' !hLr, of ooulr.r lr  tentuount to a rhlft of ftldr frc  rtrrlbg  to thr
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other Eulopean  currencies which must be aoguiretl  rlth  sterling on behalf of th€ Englishn€n
in or{.er to urake up tlre Europas which they wish to holal.' It  ls trre,  of coulse, that if
freedon of capital movemsnts within Srrrope is to be a feature of a tnre Eoononio UnLon, tha,
even in the absence of a Europa curr€ncy,  Englishnen  could speculate dinotly  by selling
pou:rd.s  and brying rnarks. However,  the exi.stenoe and oomrnon use of the Europa night make
suoh speculatLve  rnovementg just that nuch easier antl r0o!€ natural.
L5.  The lBorel is clear. lhe Buropa should not be introduced as a private transaotions
our.rency until  the process of tnt€g?ation has gone far enor:gh, (i.e.  tire three conditions
in para6raph 5 are sufficiently  near fulfilment) for only very moderato  exchange-rate
variations between the European national currencies  to bo n€etled to ease the balance-of-
payment problems of the countries concer.ned..  As soon as thls  is  the caeer the movernent of
short-tem nationaL funds into a.nd out of the Eulopa ooulat be cont"oLled. by acceptable
ohanges in short-terrn  interest rates. Thus in the case cxarnined in the pr€vious para6rapht
supposs that the pound. was expeoted to depreeiate ln telos of Europas by 1 per oent per
annum  and that the mark uas expeoted to app:reciata ln temg of Europas by 1 per oent per
annum.i Then if  the ECB offered a European rate of intereEt of 6f" on its  Europa  deposit
liab1Llties, a shor!-term  rate of interest of 'ldp la the United Kingdom and ot )J" in Gennany
would. offset any incentive to speculate on the erchange  rates. Such na; well be the ptoper
ultinate developnent. fhe ECB roulil becone the deoiEive Eu:rop€a,Ir roonetary  authority using,
inter allarits  inter€st rate policy to control the totaL supply of noney in Suroper while
the national European oentral  banks nouLal need to adjust their  lnterest rates around thig
basic European level to offset short-te:m speculative  movenents in and out of Europas. 3ut
aLl this must wait for the tirne when European economic integiation has gone sufficlently
far to na,ke it  unnecessary  to contemplate any 1a4ge exchange-rate variations between the
national ou-rrencies.
L6.  The gecond rnajor danger to be guarded against is that the private use of Europas might
lead to uncontroLled  moneta4r  expansion or contraction in Europe. Supposc that E\rropean
conmeroiaL banks could hold Suropa d.eposits wiih tha ECB.'Fhey  wou),ilr of courser do so only
if  it  wcr.e profitable  to expand their  Europa businesg by nakj.n6 Europa loana and thene€lves
inourrLng Ouropa deposit liabilities  to their  customers.,  If  there rere no control over the
ratio of their Europa  reserlres with the ECB to their E\ropa cleposit liabilitiee  to their
private customers,  then (in the manner of Eurodollar assets ancl liabilities)  the authoritics
rould have lost  control.  over the pJranid of monetary expansion that night be built  on any
base of Europa deposit liabillties  of the ECB. Tne private r.lse of Europas  neoeesitates the
design and implernentation  of a European requirement  regulating the ratio of Europa  resentes
to the Europa liabilities  for all  Buropean conrneroial banks.
L7.  The thlrri  dan€:er of a prenature introd.uction  of thG Europa into private hands is  by
far the noet serious.  The Europa could becone a verT widely used currenoy for all  solts of
transactions, starting no doubt $ith  the large intro.-European  transactlons of large rnultina-
tional companies and banks, proceding  thror:gh  the snaller national trangaotions  of national
conpaniee,  and ending ':p for wa€:e paJments and retail  sales. Indeedr it  nould present theF-r
path to thst ln psrqgrrrph! 41 5r eld 6 abovc I havr odbd outF.uoy ttri.glrttotrJ lon thr
rca8ons  3lvon ln thotc prria?tphr f r.r6er{ lt  er en durfrg  de4rr tbrt r. dght novo too
qdokly ln thc illrooti.on of ouncnoT lntogratlon boforr tho prooond.ltlou to lelcr a oufr.lot
union rorL rlc aatlrflcd.i
f8.'  lthc norrl to b. aharn fiou tbfu i.g oIcar.( It  uaSr br porrlbh to oontrol tbc urr ol
Europar !y suoh rrgulatioar  of tbc rotlvithc of thr ooerolel  ba^lks lr  rcqtrtltlg tfron (f)
to itcal onlt ln blooks of Europar of rulg not lrrr  tbrnl rry, tbc rqulvelent of y' rOOtCoOr
(ff) to rrtond. orrillte ln Duopar ouly for iatonutlonal ucl ncvrl for iloacrtlo tralreotiorr,
aJd (Ur.) to holit crocptiorrlly 1e4c Saropa r...ry.r rltb thr ECB a€r.tnrt tbotr Eulopp
liabllltl.u;  !o tb8t ilcallngr ta artlonrl ourrtnolcr r.!.  1.!r rutdoted the,n drrLtqr tn
Europcr.l hrt tha Europa rbsulil not be tntroduocd. ar r prhrto tregaotloar our.rraoy urtll
rc an :ra^sonally rurc that rr  bavo a ryrtrn of aurh rogulationr  rr ytlI  offrotlvrly oontrol
th€ !rt.  at rhloh its ure lr rllond to aprcad.'
l9.r  Aa thc oondltlona for ocrr.noy lutcgrati.oa (ror prre6rrph  5 absnr) r^ltr rpploroh.al,
thcrc na,y bc oonr!,ttcrrblr advaatagr tr th. Drlyrta urc of tbc Europe fo! 1lr!t  lntrrrEuroDoa
tra,DraattoB! arcd to roplaoc tbo EulodolLrr.'Onc oln bagtn 1u ruoh ottrorrlt$ro.r thr grrr
itual ilcvolopcnt of a tnrly Europren non t!r!r ryrtor r Dsrotful  Eulopour drfl  BGL. oob
trolllng tbo quantity and thr i.atrlcrt oo.t of thr Euoprl thc nrtLo'r! oratrrl brab rttb3
thetr lntmrt  rrtcs ln rclatlon to thls orntral EuipDaur rrt.f  r^Dd thr lrtr  o3 3rohrqar
bctrroa tho Europa  and. thc itoller and tho ratsr of r:obr^rgr botrocn thc nrtlolrl Europr
ouncnoior  a"Dd. thc Eu.ropa bolnC ll^rlege(l  ar e coatrrl Sulopra.n  oo[oclroi Ia thc Appnillr to
thia popu I rct out in norc iletall guob a rohclcr rhloh ooulcl bc gradurU.y lnlroduord ar
thc nrootgrrtrr oond.ltlong for ourronoy  tntcgratlon r,ri lort a,ld. aorr urarly fulfllloal.!
20.r But ona rtrlt olola on a aotr of, oaution., llhcrr i,r om stubbom pa.-.!.qdrltr for ell
tbl! v.qr ttrtlrablc ilovclopreatJ  I? rc hor hor to irfllrno. rr€t rrtrr  r"nd. lrloor ln ootrdl-
tiom of firll  ooploynrntr  ro u  to evoLd ratcr of ragr lnflotlon rbj,oh aroaad.a luorrtn  tn
pr.oduottv!.ty  on tbc oao bnd arif c:ocagLvo profLt ulg:lar sn tho otb.r br.ad.t rr  oould !or.
totardr  oufrc|noJr  lntcgtetlon.i  Eut of thc nonelt Ln thlr rattcr rc nons of ug havc e clu..
Uutll ra do rr ru,st b. va{tr oautlorr lnilood ln o'u! rovr.r torerdr  ourltrnoJr  Lntrjratloa.tF.I
APPETDII  (1)
(f) nro otline ln thie tpprril.tr 1r bar.tl upon tbo prpceh  of lcmrrJ lrgnltloo md
l{llllall|on ln tholr-Frd.rnrl ll.rrrt Rcport rntLt&d qtsuloD.alr lonrtr,rg Inlcgrrtlon",
to rhloh proposale f havr add.ril thr nrggutlcn thrt thc Euopa b. dafh.d.-|;r t.rln; qt a baf of E\ropcan natloaal our.noL.a.r
I.1  firr EEO gorrcrnncnts rt  up a Suropren Ccntrrl Ar*  (tbc EC3).r g5. EGB lrrn6 notrr t d
tlcporlt llabtlttloa rhloh oonstl.tute  a nqr cu!:r6ncy (the nuopa).,
2.'  Ihe hrrpl  is convcrttbl.  by tbc 803 oa ilro..4 Lnto 8 efu.d. b16 of tb. EEC lonbg
ou!tranoi!4.1 tleat ig to eay thc ECB und.crtakcs o! (t.Datd. to pa,y out for onr Eulopa nota Qf
unitt of, rtt  llug + Qf Franoh frarot + fu narkg + Ql llrc * .!r....o Corvrne\r for Qr atcrr
ling + Ql fienos + Qn oarkr + Ql ltlc  * .r.rr.l'.llthc  ECB uld.artsL.r to lrrur 1 &hrop1 notrlr
lbc Qrr anr fLrccl arlounts of, the nrtlonar ourrcaoLrr  ooloalnad..i
3.'  Ibc EC3 ie aet up ia th. firtt  plaoe by th. IreJnaat by tho EEC nti.lret  o.atrrl b&L.
(tnr lrCftt) lato thc ECB of all of thelr bolilirgr of for'.lta uobange !lt.rra8 of !old,
doll'arrr  SDRrg etoi and of subrtantlal agmccl  anguatr of thclr rn  natloaal oqlraolll.l
They leoclvc lu :rctula Eur:opr dcpoalt a.nd. notc lleblLlttc  of thr ECE.i &c elount of EboDrr
rco.Lvod fua thc ECB by laoh IYCB being thc vraluc of, tbr arrcte patil lato thr tC8, thla
valuatLon bcing nads at thc our.ront  .rchangr ratcr ln tcnr  of thc niril  b.A of tEC ourronr
oi6t rhioh oongtltute thc Etrropa.r
4.'  ltho ECB flroe fron tLuc to tlno e pa.nratr of rlohaagt bctrcoa tho Europr  end. tbc
arou.r(? or sDR) asl uail.cr:tekcr to prrohasc or rlJ. aloll.ra (? or soarr) for Euopu at
buyhs or aclllng prlo.s rbtoh il.lvorAc fron th. pa>rate by o lalgtn ot fl" ta  thr p1rlattJ
5.'  frc E\rlepa - atolla! (? or SDB) parrate Lc .Itc!ad. tror ttro to tlr  asoordht as tbc
EcB 1! ::trrnilr6 out oft or eoouulatbg  uadulyr  sDRrrr 6o1tl., ard' aotlerl, thr chugc ln thlr
par=at. b.ln3 i[  prlaclplr  trrrnr! .ora than #  la aly .trr ]rcar.i
6|  !}rc ECB liras par-valuca Lu tor.ns of Europqs  f,ot oaph of tbo 8tsC oulrcnoLcr, tbrro
par+aluor bclng eo fireil that
1 = fr  es + v-f ef + fi  Ql + ff  ef * oii.rro,rLl
rno r (t) G tr thc pa,r va&n la tc ng of, E\rropar.of th. pornd. rtcling  erd. rbllerly  for
V-f, fi,  fl  rtoJ end (if),  rr a, lrrult,  E - tno par rrt.  of crch.+!t botrrra Errnoh fralor
adt par,railg rtcrllng (rrau  p.r Dourd).It lhr lrar valurr fcl ff,  fn, f)' cto.r ur  obragcd
f,rm tbc to tt$c go tbat tho fra a,rr laircil fo:r oourtd...itaa. qv.nll brlenoo of lnymntr
ls La lr.l&tivc rurplua e.nd alc lqcnrd for tu#t'S%nll  belanoc  18 ir r..btlv. rlof,lolt but
in prlnolptc acvor ln suoh a r8V that any f  ta rraina ar lorolad. by lcro 1h.2, 4  in eay oao
5ncat.l
7;  llhc SCBrg undc:rta^kc to rl,1  ol purobaec  tbcll  cl  artlorrl  oulrrnol,or fcr.Euoprs la
ruoh r ray er to prcvcnt tbr Suropa veluc of tb  rattcorl  oorr.lrJr ftc  !.tttrg  rbovt, or
fallirg  bcJ,e, its  per-valuc il ly aorc tr'rr  a lblted  ustla  ,t  ,$o.t
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8.'  In yrlrotplc tbc l{03tr u!d,.l't*. to latrrvrno otft h  tornr of Buopg lo prwoat thr
velul of thrlr qnr ou.lrrrnot fra  rcrtrg outrldt tbo rultry Elrop bodr lattrrratlolr la dct-
lan brtaC 1ofi to tho ECE to oontrol thr Duropr vrlur of thr rlolh,rJ lho trotrt d6htl of
oqrEr., lot ar .gttrtr fol tbr BCg t!  ruoh {ollu  iattrr.trtj.oa.l
9,'  lbr ECI rould bc .Lpt !.d to brry ol rr11 fuffylrfrrl &G utioartr eur.r.rnolu for
E\rcprr ln th. Eatk t la sril,cr to ept s  e ocntrrl .robr'l6r tqurlllrttca rro@nt to oft at
rhet 1t oorrlal'rlrrd' to b. toPolrrlr ol rrorptLolrl rorratt  bctnon tEC our.rraohror
10.'  Ih. ICB rouLl b. rnPctr.rd to pay lntrrrrt  on ltr  Europt d.rporlt lLrbi,llitrr  entl to
rr&. l.rnr La f\roprr to rultrtfu grbllo or pr'ivrtr oon .!nr La thc EEC.I
1I.r  lhr rrtlolal euthorltlrr la thc EDC xoutal ba !.qulrrd by tho !E! to rrl.  rrler rbont
thc rtnrotulr of th.lr  o|m ao!.ttlo flrancftt lnrtttattor  rhloh atcld la Eu!oD||.'Fo!
chpl.  thrtr oomcrolat b!*r  esuld b. lc$rlrcd to hcl,rl er a romrrr {dilr  uy Europr
llabll!'tl[  rhloh thry laour:rrd.l rprolflcd rnqatr of Duropo not.r o:r ibgorift rltb thr Eolol
llbe folloring  notcc e! tbr rbsvc rob.!. !q!r lr  of btrrrrtr
(f ) :f Vlr Yf, Tn, YI eto{. e!. th. Europe vrluct of tbr utloarl ousuolor rotrrlly rrrlfu3
la thr forrlSa .rohr'l|t urLrtt,  albltr4r dll  brfl8 lt  tbout thet thry rsr ruph thrt
I I Vr Qr + Vf Qf + Va Ql + Vl ql + .r.r.i.!.i.,.i
Fsr lf  thll roro not ro, lt  roald bo porrlbh rlthor rrltb lorr thra I Europa to bugr in
thc nenkrt a bunille of oulrcnol.cg rhloh oould br rokl to thc ECE for I Buopa or rlrr
to blry rlth 1 Europa firm tho ECB a bundlc of ourrcnoicc rhioh voulil rolt la tb. f,olat.-
.rohargt tlarkctc for Dolc thr. 1 Europe.. It frllorr  thst if  onc V r'It..  ln tht rr,rhtt,
rm. oth.r V nurt fall.rArbitre|o Youltl ello brlng tt  ebout thrt thr rrtor ef 136har5r
botrcca any tro Europorn oulrrnoicr ln thc forrlgo .roha,qr  nerhrtr rr'  rqurl to thc
ratl'o brtrcen tho tro Trg lor tbcrc tro ourrraoiol !o! .rup1. thrt gf rrr rglal to
thc ratr of cxohangc eotually nrllng bctrma frrnor  a^nd. rtcrllng.  Vf Otbrrrlo lt
rouliL br poulblc to rol!' frenor (eterlhg) for Suroprrl rlth th! Eulop.r to hry rtollb3
(rraaor)r ald ritb thc rto11r3 (rrenor) to brur rorr f,renor (rtorltq)  thru tho tattlal
arn.' lbc eotual Vrs a,sr brstorlly  ra;ru of arplarltrg thr ratrr of cohrra3r brtrcon thc
E\uopcan cu:rcnol'el,  bqt in ruoh e ray that thc ilrcd. brg of Eulopoen  oult,.ttolat  l|  h
faot alnryr rorth I Europa. ttrcre oould, of oorlrra, bc rnell illvrrarnotr f1a,a tb. rbov.
cquallttcar  Ln lo f,a"r ar thcrr ras a Bnall rprrri befncrn tbc ECBrt buyfl6 en4 6Llh6
plLorl for Ebroper and la lo fatr es thcr. rclo mall oo@ir.l.o!r oa dralfug in thr
fo!.cl!a cohargc nerkctr.,
(rr) rr V'r, fr,  7n, f-l' ctc4 a,rr thr pcr valucr of tb. oulr.loicr in tcil.  of Eulopu, r^ry
ed.Jurtnrntr of thorc par*alucs noet elrayr br noh thrt rt  eatrr olc tlrr
1 = v-r eg + ?r Qt + fn h  + ft  et * rororer
ID oth.r rorrb rhon thr par*alurt ar. obu6rdl Lf onr 7 fu reltrd to13 otho f urt  bo
lcclod'.illlhig ll  a oon .quano. of tbc faot that thr Flr aro bario.tlt rn ladtrrot rry
of, arFarllng tbr parrator of rxohangr botroou oac hropran natio.rr onrrrnoy  a^ld
alothcr.
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(ur) rrtu thfu rlrrto of cpr.trlat  ratrr of rrohelgr brtnoa tbe Duroprra lrtl,orrl ou!- 
:
raol'rr1 lf  fluoturttou of lad.lvtrtnrl  ourrrasl,rl rr. to tr hrrt ritlta  rreroubh
!|I!r'!'r  lt  lr rt'ralhtr tbt  tbr ITCBTT rborll uslrr*rb. e  to \r  Errop.| with
tfulj  pgf{srrr oulrrnol,rr ia old.cr to lhtt  lE l,ppraolrtlon  of thtlr  sunrnolot
r,ad rllo to ..l1 guropr, fer tbclr ourclo!,or b  cltabr to Xrn{t e rlrprolrtloa  of
thrh ourrraoLcg. SupPelr that thr aotuel rrtor'of .tobrajr tct|'.ea dl  tho lrtlelrl
ourltrnol.s troaiactl uaoba4rd rxorpt that bctrroa rtrrll.g  o! th. cll. b$d. .^rd ell thr
othtr h*a. &ln lf  rtr'llag  apprroirtod la tcrrr of lnroprr, rll  thr othw ro,ulrt
<hplcotatr, aad vlo. v.rlar,}}o  thr oquatloa
1 = Vr Qr + Vf Qf + Yl Qr + [I  Ql I  eorrooo,
tt  otn b. rroa thet la thlr oero thc pcroratrSr r!.r  (or trll)  tr Vr rould. be rqurl
to LJLgl  titcr  tbr puoratrgo fdl  (or *r)  fa tho crthrr Vr..r V, Qr tr e freotloa vr QP
r4'rrrriu6 thc proporlleuh  rolght of rtrrllaj  la thr rr^kr-up of thr vrlur of thr
Europr.i guppo.a that thll  proportloa rrrr  l.' tltboa thr rrlrr ia Vr rouli bo fqul ti.rr
tb. fall  !n thc otbtr Vrr.'l!  thc oth*  5 our.rrnol.or r.!.  prrr.at.d. fr.il fefglS tgr
noro tho'r a ltnitral lel1ta of, r$ bcoerut thclr f0Srr rr r nad6 rn oblltetlon to p11-
vcnt a rrr13rr a.p!.oirttoa, rtrrtr{'g oon&l rppmolrt. ttr 44  L\ tr1n of Duroparf rd,
thr rtcrlllg  rato of rrohr4r rltb tb. othc hrepon curoaoim rou1lf obrryr Ef 5 6.'
Ihir ooul4 bc prrvrrteil by thr BoaL of Eryknd br!3 uailcn an rblllrtloa to rgtraia
thr approoietlon  of Yr to e ll.dt  of fi,  ln rbloh oer. tbc othu oulreaoicr rould,
d.cpnolrte  ln tonr of Burprr bt onl,y .zj 4 
"d. 
tbr totrl  oh-'rF tn tho crobelcr
:aio betrcoa rtcrlla3 trd th. othcr ourrraol.. roulil b. lrrtt.d. lo L.d5 #.  fmr t
trr[  of &rroPe! thr obl,l6etlen ttr on oortrtlt to trrlt  thr eppa1cLrtloa  of ltr  surs
rnoy roolil la ltrclt  niluor thr aoturl iloproLctlon of othu sur.rraohr  rr.a g!9g-g.,
Esnrwrr lf, oD. v eppleolrtrd,  f!6  lt.  pcr-vrlrr iry tbr t\rl  4  ord, lloth.r o "f " orlr:'|.oot rltb a,a oourl rrI{dt ,ln the ocporltlon  or? tho Ehroor doplro1ettd frc  itr
pr'r nelur by tbc firll #  (arr othor yrr trrln  ,rrl uaohracrd) thr ntc of cohrl6r
brtrrm tbc tro oorloolo rou.lit obrngr ty tb. t\IL 2 rS.
(f")  Ia o|'r of ortrlt  e f,o! ro,ulit brvo to tr tlor tr  rury.lrl ltr  obll.ttloa to prrvrat a
f,ell la tbe Eruopr vlha of ttr  orurraoy (lf  tt ro.r nb5.ot to e,l 16o6rivt lolr ot
e\sogr, rucrlcr) ol ltr  ohill3rlioa to prrvrat r ri.r  ia tbr suopr rn1a. ef itr  gl[rs
lraoy (tf lt  ron rubJrot to r"a rrorrrlvo taflc  of Dlropa lcrrnrr).  Ilrt ur trlr  thr
forrr  orr. !r  e.r e:rgh.  rr tblr orta, rr rhra la tha DrwloEr prnatrDh, a6a
lldt  roald bo prrt to thr drproirtion  of, thr auopr vrlur of tbr ooaotlyrs srrlrolloy
ro 1oo3 el thc othcr ICBrr iattlvrncd. to prrvrnt tho qtprrolrtloa of thr Europ ve6or
of th.b gurfcaolo. Ia ruob r oa|. thilo otbrt f,Clrr told. bc oootrrorttd rltb thc
obol'oo eitbor to ooatlmr fu thl. regr to rrppo* *br rreJc a!!.n lot or to rurpead tbtil
ra  i'alrrratlon la Dnrcp.'.'  Xn thc lrttar  otra tha fuonrrn o[}-rs!l.r rela[ flort
to o Dr rt  of htopr vdra., rrrultlag pntnreb\r la tho rttlag  of r rrry rtnrotur
of, Europt Da!isd.u''..
(")  Uailor Pangraph (9) of tUr lppodtr 1t 1' rugrrt.d that th. !c! rbolit br cparr.r4
to aot rt  an .rohrlct rqlelfurtloa  ft14 brir..a tbo aatiour oulr:uol,rt ty altardlg
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lbl olporltlott  of 1t. boltltlj of lrtlorrl  qurraaotar. lD.s| ftc  th. 3r!.rrl  rtfnl|r
Ln frvou:r of ru,oh Nn a{urll.rtloa  furdf tbr n3grrtrd. lrtun  of lbr hryr  la|rodnoor
& .D.ol'rl n .d f,o! ruoh otfrcttfug lrlujnalr.'8c14nn  tbt  for rta  !.1;en (ofhat
thu thc rprouletlw rottvrr oonriilrnd. ln prn.lrgr  f4 rln ft  of lhr rd,n tet  of
thh prprl) holiliil of rtrrlh6  brle.noor rt.b.d to ooarnrt tbotl bo!'rl"|;j1 lato hropl
holdL!8r on c larigrr torlr t\ra atld th. holrtorr of brl$o.a ln firnor, rrrtrl  11rr1 ed,
otb|! Eu:rog.|,n oo}ltnoltr.'Suppor thrt rcrrar rttb r rt.{fu3  rhpottt 1l Llotdr 3r||I
rlrhod to oonvort thlr lato r Durope iLoportt rl,tb Irlotn !rll.  notfu t1rlt, I lrrulrl
todA b. lcqutr.d to oolrrrl pr,rt of ltr  rterllal !...!F..  rtth lh. Er,aI of h3lrd
tato Suropa Fr.rr.t  rltb thr EOB t!  or{,c io ratdri,! r Fuopl !!r.!nr grlut  ttr
Surope ltabtltty. Il  thr lul  ol EDShlA brA to ro$rl,!. r{tb .t.rlr.l3 th. r!.n  brf ol
mtrraol.cr nldrd to obhla tbe rrguJ.s.d Enr-prr tlc  thr DC81 the trl!||'ttoa  rorld
!.pr.t.rt  e orpltal novoont frc  rtrrlllg  lato thr otbc Europeu surrrulor la tbo
drcil br3. Prrtloul|r.Iy la the re,rly tlrt.  of ilovrloprat  ot tb. rrlrttlutlon of
Euoprr for rrtloarl ontrrm{0 rhloh dght rrll  ln  tlre to tlr  glqrrr  rt rlttlo-
rrat lrtrr  ln illffwnt  rdb.r  oourtrC,.., lt  rodrL br urratl,rl for the EIL  oprrts
tloa of thr lyrto  tc allrr ?or roto otf..tttl3  of thorc trDll.i  orpltd rwurntr.
Ia thr rrelpb givrn rbcvr lt  ronld not br larppropll.rto  for thr SCI to rqpl;7.lolo
Ebloptr tn rrtula fol rtorllr3 fuon lbo 3uk of hjblit.
("f)  Suropr talrnocr ronll or.  te !r  hrLil \r  holitorr othrl thrn thr f,Olrr rct cnly ty tbo
rtrrlgbtf,oilud  oorvwi,on of &trropru uti,oul  ol*.roaolor  rr aLrctlD.d, l"a tbr pnoor-
i1fu5 aotr. Poopb holilb8 folrtgn oulnnol..l lneludlry Dunrlollr,rrl d3ht rtrb to hold,
Europu la rhLoh our tbr ECE rt itr  hyta3 rrtr  r.nltl3 rt thr tl.rol rcrfC ht  aloll15.
for Europrs. Elnrllyr the lcEqby lrrratlDg Eqre'pr Losr lor verl,orrr hnpou DrlEoa.t,
rodrf pnrt uon Eruopir lato olrculetlon. ft rodd b. fhrout! tb. f.rr  oa rblob lt
g:urtd ruob loe"nr rnd. oa ftloh lt  hokl drporltr d  Enroprrl tqrlhrr  r!,th tbo .Eol1IrF
rrtr rbloh it  r.t  tlo  tbr  to tilr  brtnoa tbr Durcpr end $ffi,rr or thr ilollerl tbtt
lt  rodal lnflu.no.  lod. oottrol Bu!oD.!,n loartrrlr oonitltloar ra I *o1r.,
(vli) Irr thr abwo f,onulm thr Qrr r^rc fbod. lut er tlro gorr oD, er r ruult  of illft?onal
al.t!..r of prlo. lnf,lrtLon or of r.ll  Ctorth tn thr itlffrront  lEC cosld.r,  tbr err
rrv on  to oonrcrpond. hu  r,rd. lr.!  p rol.r\r io th. oIPrr of, tL. EC oqntrb:.  It  lr
!,r oP.tt qr..tiot! rh.th.r thcy rhoultl bo oprn'to rwl.lo[  lf!6  r D.rl.d of 5n5  (fua
tt.!.  or ro). nrll omlit br doac by rubrtttutlry orr Q for r,aotbrn 1l the olporltloa
of thr E\mpr rt thr srrr.at valuo la thr forrtn  erohlngr rrrert  (lhr orr11rrnt  Vtr)
ro thrl thrlr rrr lo ohrn6r la thr Enropr vrtu. .f  r,rt Etr,o!.! drlralot rt  the ttl
of lhr obrngrl tut for tltun  trurrotlou  tbo rclabthp ol th. vrrlour nrtlolrl  olrr
r.not.. voulil bc oba4rd to br'lrg tho lnto llar ritb ounqt Otrptr.,
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Thc Objectives of Economic Union
f  assune that the objectives of economie union shoulrl be economic and not noLitical.
the basic qu.stion  should be: trfn what ways can the economic welfare of the initiviitual citi-
ucng pf thc Euronean countries be enhanced  by centralised L\ropean  economic polici.es and
lnstitutiqns?rr.  ft  qhoul.d not bel ttWhat economic institutions  anri policics can we conceive
rhioh wilL make it  necessa"y to have a large and active centralised European political  and
btFraUcratio  nachina?il. Such !.nstitutions as a comnon customs tariff,  a colmon aEricUltural
polleyr or a conFon ourreney should bc juctged on their  economic merits as instnrnents for
p f|lotilt8  Gcononic wcl.fare and not as poli.tical oppoltuniti.es  which nccessitate jount action
ln putting up or dot{n a ilutyr a Drice, or an issue of money. Intleecl one of the dangers of
EUropean  Eoonoroic  Unlon le that it  will  sinoly add an additional layer of goverrunental  control
ard rcgrrlatiori in a societlr {hich is alrcady overycgulated.  We shall then have a fivcfol.d
hirrapphy: -  Iooal govc&rnent -  national  regional governments  -  national  central governmcnta
-  OuropQan government - world institutions  (e.g. CAIT, nvtF, etc.).
8ut thig nerd not depress those who do wish to use cconomic union in otd.er to pronotc
polltical  unlqn. For if  one dqes start by asking what, if  any, centraliscd  European cconomic
Fatlvitic8 aro d.sirabla for cconomic  rsasons, one soon finds enough fields of action to
latigfy  tho noet cnthusiastic  proooncnts of politicat  inteplrati.on,  though, as I shall sugtGst,
thc ePproprlate polici.es and inEtitutiona  a?e not necessa"j.ly  the same &s tho6e on nhich nost
strcss is qt prascnt laid.
What then are the econornic ficlcle in which centralised Buropean action is desirable on
coqnomi.c Srounds?  I give below ny own catalogue raisonne.
(t)  4,arsin?l,Efflciency.  Finet and foremost are those econonic policies which promote thc ef-
ficicnt  usc of rcsources  by making the rnost of the rell-knorn virtues of the narket pri.cc
oecbantEn in equgting social cost6 and values at the margin, so that lasources arc attrao-
tcd fron uEec wherc the social value of their marginal product is  low to uses !.herc the
gocial valuc of thci.r marginal product is high.
Muchr though by no neans allr  joint  European action under this head.ing shoulal  involve the
nogativc funotion of gfetting rid or artifi.cial  governmental restrictions  -  for exanole,
t[9  rtmoval of internal customs dutics and other regulations which impede the novcmcnt of
Soods and sef\riccs  betnecn the quropean  corrntries. This should result in a net raductlon
of Europcan burcauoracy -  a gmall centraL body to see that national obstacles arc removecl
replacing thc large nstional  bursaucraeies  whioh were ne.ded to administer  the various
natlonal ilutiee end 
"cgulation6.  If  a net reducticf of bureaucracy in th.se fields is  not
in faot taklng p19,ce, i.t should be a major concorn of our ooliticians to demand to know
the rpason rhy.
The ccononie ailvanta3ies of free trade do not stop at the frontiers of Europe. Tha Duropean
Economic Communlty ie now large enough to set the nace i-n international corilne?oial policy.
fn rly view it  should noH move by pretieterninerl stages to a position ir  which it  a11ows
the f:ree imporl of industrial products from a.11 outsiCe soulces;  and, as far as agricultqT
ral  products are concernedt it  should rel-v for the relief  of ineffj.cient  Eurooean far.mers
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by sirnply adtting an eclititlonal ccntraLised Europeen contlol to an exlsting ect of nstio-
nal controle.
(ifi)  nrfrt,  thcre is the queation of thc harnonisetion  of trenlport chargc!. Hov fer  end
on what prlnctplcr shoulal the chargca for rater,  roedr rell  anil air  transport  of thc
verious  Europoan countrles bc har.nonissal in or{.er to avoid inefficlent  distort{onr of tha
use of rcgouroes rithin  Europe?
(iv)  finatty,  thcrc is  the qucBtion of the harmonlsation of tar.s,  charg6s, lcvicsl  and
other rcgulatlons for the control of pollution. llcre is a rcletivcly  n€w anil ertrcn.ly
important fleltt  for hanaoniEed joint  eotion. E\rope Lr a suffloicntly  conpeot erct for
one countrtrrre  pollutlng activity  to have a clirect advcrcc cffct  on pcrsonr ln othcr
Europcan oountrlce; antl action takcn to rcgulatc pollutlon  of a partiouler kinrt ln onc.
European country xill  be eaeier to take and more bencfioial in itr  rr8ultE tf  .it  1r
acoompaniecl by aimilar ection in oot0petif8  conccrns ln othcr Europcan  countrics.
(2) Stnrctural  Effioicnoy. Rcuoving or hamonising  taxes or othcr rcatriotlona  on oonp.tLtion
is notr horcvcrr cufficient to Gnsurc an effioicnt  ua. of, rrcaourccs. Eoononlcr of lsqfF
soalc productlon or of largc-sca1e conccntration  givc rls6 to thc nccd for ouoh Dorr po-
Eitive centrallsed regu.Iatory aotlon ln orrler to ensura en afficient  ccononio ttnroturc
within rhich appropriate narginal conditions can opcratc to good effect.  Prcoj.scly bccarre
thcsr Btruotural  problema  are d.uc to coonoroiee  of largc-ooalc opcrati.on  of onc klnd or
anothcr thcy out aclosg the netional frontiera of a oonccntnatril r€gion like  Europc anil
cIJr out for oentralLscd European eotion. f nust contcnt nyeclf rith  giving throc llluctrr
tlv€  cas€a.
(t)  ln outetantting cranple is  the plannirg of a Europca,n trenaport nctrork. It  ic  not
sufficlent to herrnonige correctly the chargcs that ghoul,cl bc nadc for tranapor* on r
givca network of ratefi{aJrB,  roatler railreysr anal airportt.  It  ie el,so ncoosruy to oongl-
der shat is thc proper netrork of retcrwaysl roads, railra;ns  end airportr;  end this
obviouely oute aorosg Eurpean national frontters. For c:a,nplc, should thG total  Europcrn
nst{ork be dcsigmecl  to takc a given typc of traffic  in a gtvcn direotion nainly by road
or nainl'y by rell?  Very tlifficult  oost-bcnefit  enalysla la nrcded in thc atelltn of such
a nctvork| but clearly if  any attempt ls to be naite rt  a ratlonal soLution, it  nurt bc on
a European scale.
(ii)  fn sonc intlugtricar such as nuolcer cnergy ancl alrorafb productionl rstcaroh e,n<l
developncntr  raust be on a very large soalc ln orrlcr to bc cffloient.  Ttrc eoala netrr br
such that jolnt  aotion by Europcan govertnents is  requlrcil in ordcr to obtain thc ncocs-
earlr rlcgrce of ooncentration of affort.
(:.fi)  f:'naf:.yr  on€ Inay inetence the problen of rcgionel plannlng. Thls again ig a gtnro-
tural problen  rhj.ch calle for  gonc governnental  planning ancl rcgd.ationl rhioh inor.a-
Ein81y ne6al6 oentralieed  Europcan trcEtncnt. Thc oreation of thc frce oonnon  ua,rkot in
Europc riII  itrelf  incrcaBc th€ poyc! of the eriEtln6 ocntrel a!as! in Europc to ettraot
a stlll  grcatcr propoltlon of totel  ccononio aotivity,  But othcr induetrlaL ocntrra night
rell.becone vlable of onoc thcy had grorn to a guffiolcnt drgrcc of conccntratcd alzcl
but rherc thcy ahoul.tl be encl rhat ncasur.E  ehoulal bc talcn to orcatc thcn arc olcarly
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nole and nore on measure fol  the alirect subsidisatior of their  incornee  and on epecial.
me48uroa to pronotc new ptoductlve  opportunities for them and less and less on the
reltrictlon  of imports. In so far as the EEO ean obtain remissions of rlutiee by other
iniluatrielised  cQuntrice in return for such rnoves towards free trade, so much the better.
But if  neQesgary,  it  shoulC take the decisive sters rrrilaterall;r.  It  will  gain more from
thq nore effioient  uEQ of resources  than it  might lose throu,Eh any adverse movement in
th€ tQms of traate against it;  its  example would sreatly  encouraae the cause of free
tn|d6 ln othg! industlialiEecl  countriesl and free innorts from all  sources coulcl be one
of thc moFt porerful cheoke to monopolistic  nraetiees  witnin t\trope by Buropean induetrla
llrts.
Thie in aR outBtending  case in which it  is wrong to use an economic instrument simply in
ord,e! to pronote the growth of a centralised  E\aronean nolitical  and bureaucratic  rnachine.
It  is urong to naintain a connon tariff  on external trade simnly in ord.er that European
politiqians 4nd bulteaucrats  rnay have somethins to out up and down together. Moreover,  the
abdl'ition of the Eqrapcan taliff  on industrial i.mports would. not only alLow a congiderabla
reahrotXon  in the European adrninistrative nachine  needed to run the corunon tariff;  it  lrould
alpo ahift  t'hc emphasie ln the control of nononoly in Eurone  away from bureaucratic  rqgu.-
latlon torcrdB the constrainte of the competitive  ma:rket plaoe.
This vler of the EECIs future commerci.al policy has t'rr-reaching inrlications for the
EEC bud8et. As I  arTue  beJ,ow, there are nany reasons why effective steps toward.s econo-
rnic unton rilL  neooseitate a development  of the centraL EO budeet. It  is essential,
thcirnefofer to develop a source of tax revenup fc? suoh a budget whtch will  replace the
oxlgt{n$ relianoe upon import }evies end dutiss -  l  relianoe which in present cond.itions
may oonEtitut€ e rre?ious irnFedirnent to the GAII nesotiations for a most degirable freeine
of xorld trade. In rny ollnion the VA'l is the nost promisi.ng  fiscal  ihstmment to develor)
for the EEC budget.
Fut narginal efficlency 
"equires oositirre.rction in addition to the negative action of
retmving  unneQeaEarT artifieial  rest?ictions on narket forees. Sueh oositive action is
nqdcd C.n otdcr to harmgnise the conctitions in which the foroes of the market can operat€.
I mrst ootflne nysalf to e sinple enuneration of forrr such fields for positive harmonisa-
tiqnt  qach ofthioh  is well-krown but j.n each of wrich a srea-t deal mor:e work neeils to be
dora.
(f)  pifet  thcrc ls  the question of the harmonjsatirn of rates of taxes and subsiali€s  and
of sinllar  lcvtcs and baymcnts (e.g. in the ficldof  social security). l,Ihicb of these neeit
to be hplnonlseil and to what ertent, in orrler to ensure ihat the free movement of goods
and Ect'ldoes in Surope ]eads to an effjcient  use of resources  rather tban to an inefficicnt
pattern dipiorteil  by national differences in taxes, Ievies, subsid.ies, etc.?
(ii)  Seconar therc ls  the guestion of the h.arrnonisation of the control of nononolieE, of
redtliotivc  praptices.r  and of excessive  nriees bv n-o:1.,-reers in the various  Euronean
countries.  Ilow far is  it  necessary or srrffieient  to harnor.ise the various national
poliqies? Or in it  depirable to sunetsede  nation:1 eontrols over nononoly by a sin611e
unifo:rn Europcan oontrol? Let us in any case ':rroir:l the danger of clunlicating bureaucracieq
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nattors yhioh nc€d plannlng on a D,Fopaan Bcale. li{or.ovcfr thl!  problcn of ragtonal
planning 18 .  gooal r*inple of thc lntcroonncction  bGtrccn thc varlouE Europeen po11bir8.
lhe grrlh  of a particular  regionel. oentrc rill  clcedy bc nuoh affcctcrl by thc appro-
prlate planning of the Sulopean tranaport netrork; and thc proper impoeition of pollutlbn
antl congestion  chargee or other regulations ln over ooncentratcil ccntral araes xoulat 81vr
an inccntlvc  for grorth antl ilevclopncnt in alterrtetiv€ I€sE oongested  r66ions.
(3) puttto Cooae. Ploblens erlse not only fron econonieg of goEle in the production  of goodr,
and eervices; but aLso in thc oase of rrpublic goods" fron ccononies of ecalc lI  thc
consunption of gooils and. gervioes. fhc approprlate  soalc of oomunaL  conauraptlon of a
public gootl may rcll  be European rather than natlonaL. l\iro cxanplce auet guffLoc to E&k6
the point olear.
(i)  Coverruacntal  erpentlituree  on dcfensc are the outstand.ing oage. It  is hopcfully.
inconoeivable that the national tlefcnse  forceg of the ncnbcrg of thc Europcen  Comunitlcg
will  be uecd to flght  eech othcr. Thcir only legitinatc  purpose ls  comon ilcfcnso a€ialnet
a88?€s6ion  frora outeide. By clefending iteelf  eeoh menbcr !a thus contributin8  to thc
defensa of the othere.  l{uch grete:r ocononj.es,  effioienoy,  end fairrrese ln burrien.oherin6
coultt te obtainecl if  dlefence forces rere planncd., do!lg!.d,  end flnenceal on a ocntrall.aoit.
European basis. Any developrnents in thig direotlon clcpenil, of oouree, upon polltloal
objectives and ilecieions, but they voulcl involve very fa*.rcaohing iurplioationa for thc
desigrr of a Duropean  Eoononic  Unionr sinoe thcy nould rcquirc vcry far-rcachlng atcpr ln
the developnent of e centraliecil  European budget.
(:.i) A eecond lcgs clrarnatic exarnp!.e  is to be found in thc porslbllity  of a ocntrallgcd
European bud.get for the finance of regea,rch  ancl ileveLopncnt:  f  have already mcntloncil
in 2 (ii)  above that ihere ie a oaae for the centraLisctl  European flnancc of r€saaroh
entl devel.oprnent  ln casee in rhlch thc rosearch and tlevclopncnt  nugt be cerrlod out of e
vary lar6c toele ln ord.er to be cffioicnt  antl effectivc.  Thc cace which I  aI[ nolr nakiDg
aloes not rest on thls.  Coneiiler a partl.culer field  ln rhloh rcrcaroh and dcvclopncnt oan
be rnost effectively carriecl out on a, snall Ecele ln a lot  of oompetlng  laboratorlcs a^n<l
regearch tlepartnrents.  But it  nay well be that any advanoc oade in a tbcnch laboretory ia
juet as ugeful to Oernan anil Britieh lndustrialists  ag lt  ig to Frcnch induEtrialj.ltr,
and' vlce verea. The efficient  nodo of op€ration in such a oale is to pool thc rclultB of
r€sea"ohi ancl thle in turn calle for the pooLing of the oosts of reecerch in a ocntrali'
sed Duropcan budget.
(4) fhe DiEtributton  of Incone and Wealth. One of the funotlons of national  govcrnnents  la to
conritler the effecte of their actLons and., in particular of ooursc, the cffcote of thoir
structuroE  of taration and of social security  provisions,  upon the reiligtributlon of
inoorne and wealth as between rioh and poor oitizenE. At firgt  slght lt  night be thought
the policiaB for the realistribution of income and weal,th shoulil rcrnain a nationEl conoerri
but on furthet oonsiale"etion  it  becomce clear that in an cconoralc union it  nay bc ncocr-
sary for redlstributive  policics to beoome  e centrallccal  Duropcan ooncGrn rith  irnportent
implication for the dlevelopment of the oentraliseil  European buclget.
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Lct nc illwtratc  thc point by tatdng a fanoifirlly  srtradG crarnple.  Suppose that in one
lnchb.! of tb.  union thele fc:tc an crtrruc philorophy  of sooial vclfarc involvlng crtne-
n61y hiSh ard prog:rctsive tarcl  on thc. incmcg and tho propcrty of the rioh enal ertra-
D.ly t  nclous altl. to thc poor. gupposc thet simrltencourly ln anothcr nurb.r of thc
urion there rorr. 4n ertr:cue phllorophy  of sclf-hclp enit tadlvtttua,l lnocntlvcr rlth  e
oini!8l' anourt of reil{stributiva fl,nrno.. If  oonp}otcly fmc nobillty  of pcrsonr and
capitel r.n!  r principrc of thc unlon, then thc riohl  eble, cnterpriaing, a.nd. encrgrr
tic  nenbc:|a of thc union roulcl nwc frm  the tlvclfarc-ctsterr  oountry to thc rrgclf-hclptr
ocnrntrlXr  rhllc  the poonr f€obIor un ntcr?r'ising_, anrl elaok oitizcng rould ooagtcgatc  in
the forrer.  !!rc lsgult would. bc oatastropbically  ineffloient.
thia problcut of lrediEt"ibutlvc  finaloc ls  thus in cffcct  one erpect of thc problsn of
thc hamonlsation  of taxee and suboi.ilias  alr.ady nsntl.onctl h  f  (i)  ebova. Eq far nuEt
te*6. antl lubpltll.!  bc heImonieetl in ordcr to oauas the frec novcncnt of gooAs, ac1.rioeq,
ancl fsstqrs of pnoduotion to 1cad. to a^n effiolcnt  r.athcr thsn to an lncffioicnt,  ilLttorbd
use of l.laorrr|ceg? tlhGn onc askr tbla gucstion  ln the contert of rcilistribrutLvc  f,inanoo
the inplloatlons for a ocnttalic.d.  Ebropcen builgct oa^n bc vrr';r fen-!.caohing. I,et ur takc
the ertrcnc oa;c nereLy for thc purposc of lllustrating  thc probleD. Supposo ttrat nobi-
llty  of labou:rr cntcrprlsc,  ancl oapltal ts so great that therc uust bc elnoet oonpletc
harnonisation  of tar and auboid.y !at.s  on ragrrl  ptofitc,  anit lntcrcet ln ordcr to avoid
thc'nisallooatlon of rccsuross. In thla oasc rtth  eny gLvcn proglcmive  strrotura of
tax.6 and subrlallos ta:r rcvcnuc rr111 b. h16h ln thosc part: of thc r:nlon rh{oh happcn to
bc lclativcly  rloh and crpcnd.itnrcs rill  bc high in thorc pants of the unlon rhloh happen
to bc rclativcty  poor. In this oa:c ompletc harnoniratj.on of tares  a.ud. subsialles  incvi-
tably lnpIlca tro thinge: firat,  thc sene reallstributLvc poLioleE ln &11 the ncubcr  atatea,
sinoc in caoh gtatc thirc  ir  to b. thc eana ratc of tar  on thc rlch and ratc of eubrldy
to thc pooli a,nd.r acoonilr a ocnt:laliscd union budgrt, slnoc en cxccag of lavanus  oliori
crpgnditurc  rj,11 ocour ln ths rloh naobct countrics enrt an crocge of crpendLturc wor
liwonuc in thc poor acabcr cquntrics.
qhare arla trg firrthcr Lneta.nccg of tr.alt.trlbutlon rhioh arc rclcvant ln thlt  oonaection.
Ithe flrst  oonoc ns lcdictldbutlon  bctncca  prcacnt  and futurc gcncratiorur a gorr'cmm.nt
rhioh fum I  lergc lurplur  on ltr  budgtt is taritg  thc prcscnt  gcncnation to provid€
lavlng rhloh 1111 flaauoo capltal invcrtncnt  rhloh ril1  bqncflt futurc gencrati.ons. The
scoond. oono.mt rcd.fstrlbutton  bctrccn rtoh anit poor oorntrtctr [he govcrnncnt of e rich
lnalutttlrlltail  oountry rbioh rel!.e  Fv.nu. to flnaro. forrign aid is in faot rorliat:r.l-
brutl.ng iaoone brtrccn itt  *n  oltlucne End thG oltizan! of thc countr'Jr,yhloh rcocLvcc
thc altl. In ro far  aE tar !atr!  bavc to bo omplctcly har.nonlgeil Ln an eoononio  union,
lrcatilttrihrtlon  bctrccn prcrent  and firturc g:encratlom and. rcdiatributlon  ia fsvour of
unilcvclopcil  oonntrl.csl Jult es lctllatrltutlon  brtrcon thc nloh ancl thc poor of thc ganc
tcnc"r'tlon ln thc ranc nenbcn oountrXrr toulal Lnrvitcbly tcntl to booonc a natter f,o:i a
o.ntrali!.il  Dulopran hrdgctery  oono.!r.
I  do not tntcrd. to aglcrt that thc aotudr gitnation le a8 crlrcno as thi.g. lhc tacue
turtrs on thc gucatlon of !h€ alagr.c to rhich '!a:c-rates  ruct b. har.noniaecl lf  thcr$ iE to
bc oomplctr fililm  of novancnt of hboutr enterlgriscl  anil o*pitel ritbia  ib6 ESC. Ihat
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I u  anrrting 1: that thcrc 1r grrt  lrdl to crard.r tb. .d.nt  to rhloh thr rqdlrd
al.gr.r of tr,: herronlrrtlon  1111 lrply tbrt fl:od  sd othor roolrl !..ruttlr fcr tho
rctltgtributton of lnoou. anil rcal,th uurt clro bc benoai.rcd rrd boooo a rrtta! fo!
ocntrallgcd Su!.opaan  oonocflr.
(5) Drnographlo Pollotcr. fhcrc ls onc firrlhcr trorblfn6 oelr sf, thc aco<l to brrronl6 po-
llolcr l,f ooplrtrly f!..  roblltty of hbou:r 1l to bo r Dr.l,nolph of thr !Gt.'tlth r
g{.vcn populatloa Lt 1r no d.oubt drrlnbb that labour  rhoulal !il.  fro  polntl of lcr
to polntr of hlgb proiluotlvltyr  rhtoh - provtrld tbrt trnr  ud rubrlillu lrrvr tora
appnoprieicly  hr:rnor!.!.d - marl uovucnt fra  iolatr of Ic  to pelntr of blgb ho-..
3ut :uppoer thrt tbc lor ino6c 1r ilnr to thr frot tbrt popu[llol lr glall3  too r]
ptclly 1n thr lor-lnoor ooultry, rblh lhr hlgh lnocr Lr dlr to thr frot tbrt populrtlm
pr€rturrr l:  rrry tod.r8tc i.n tbr ht6brt!o6. oountr?. .l!d .lpgcr thrt lror r{rrtloo
fron thc lc-hoorc oosltly rlll  rqm  ihr prrlrun oa tho rrrfborltl,or ln tlrt  oqrrrtrlt
to ta'kc ttq)r to nduoc thc rat. of gr.orth of thc popnlrtto.r  8boild fr.o ol6rrtlo  bo
pctaltt.al to laed to thr worpopulatton  of thc hlghrlaooe omtrtrr? !o rbet crfcat rurt
popnrlrtloa pollolor bc harroonbrd,  bcfbre tho frcc rovrrat of troton broilo dr ep1;rrp
tivc prlnolpl. of rn coonoDLo ualon?
(5) *!.n!noial lutlhrt!,onr 
'r|d. 
Pouolcr. Dlae,nolal d:'!r!g€r.nt. rbqrld bo ibrlgnoil .o .r to
nakc thc rohlcvmont of obJcottvcr  (f) to (f ) abovr u  .ut  u  porrlbh. lhry brvr lo
othu firnotlol.' I have already hed oy .rV on thl. qrrrrtlon la ry papc on nBulopcrn
I'lon€tew  Unlonn  and I rlll  not ropcet rhat I ha,vc raltl th.!a.'
Ihc grcatcr thc doglcc of ooonoLo  latoglatlon  !.n thc EGCI aohiOv.al thraqh ft! .dil  of
trrdc end of frotor noncncntr, tho grratrr 1r thc ncrd for a contrallmd. ooolitlrtlon  of
ovcrall,  nonctr,rtrr.and  fLgoal poltoloa ln th. ocub.r oourrrnlrr for thc pufDor. of rttbl,lt-
aing thc cooncrl,u of thc ncnbcr oolrtrlcr. Fo! onc ncntrl oountryrr laoor 1111 br
lnorcaaingly lpcnt ln thc oalkotr of othar ncnbcn, ro thrt tlccrtlo ftruoial  ralruftt.
takcn ln onc nmbcr oountry to ncgulatc that n nbcrl! coonalo rotlvlty 1111 tnoroeriagly
tpllI  ovcr and. a^f;?cot aotlvlty ln othcr ECDb. oountrlcr.'Shur  ooor{lnatril aotlon fi
n.cd..al f,o! tbc oontrol of totel, doard throght  Etrrqlo.,
!o rupplcncnt ruoh oootdlnatlon  of iloratj.o f,lnanoi.al poll.ol.. for tho oolrtrol of totel
cffcottvc  ilmand.l thc barLo rcqr!.rrucnt 1r to ibvj.rc e Enirpclr noactartrr rlrtrn rhloh rlll
help rathcl than htnitcr thc f:rca uovcrcnt of furrd.r ftr6 ola rnb6r oountry to enotbg.
Suoh frc.alon of petrnrntr rtll  b. ncodcd for tbc fiaenoo  of, tbr twcncnt of goodr ud,
3.r'trloasr of oapltall anal of tdv.tittocntcl f,\[rd,r lnto a^nd o,nt of tha ocntlalhcd  DElspcrn
btrd&t. Idy contcatlon  1g thet thtr r!.IL bc bc.t rcrncd by e oonrldcrabl.  aL6!.. of
flcxtbtltty ta thc latct of crohelgr  bctrccn thc netlorl oulrrnolcr, uatll nrrob *turthcr
p!ro8!!!s  har bccn udc ln ooonmlo herrooaLretlon.  Xn pa,rtioulBr, ra rcqul!. oonrlduebk
haloonication  of tbo lnstltutt.onr  ald pr'lnolplcr rhlob rl11 rarbl,c rlatlv.  rl3r !rt.r  to
bo varlcd Ln tuoh r ray ar to nalntaln baluroc-of-payucntr  rgu!.lLbri,u at lkoal .rob1rg!
ratcr. ftrl.rl I nccd, hrrAly rnpberlrcr 1r not thc renc tbiag u  rqualtrkg  aotrrl ro!.y
ragc ratcr thpqhaout thc EEC| oa tho oontr:ertrrr lt  rogulnr thoro lncque,lltlot ln rcal
ra6c-ratcr  tbloh r''a nrortrar? for balrnolof pa,ylcntr cqutllbrl.u  bctrrca o@ntr'|..r
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tlth  dlffarant lebour p:ro4uctlvities.  we erenryblro  near suoh harlnonisatlon.  so long
ac th15 *o thc opser the rlgiit  fixing  of exehenEe  ratee would inevitably leail to protcc-
tlvc  qcasu:r€s by tlcficit  nember countries and would thrs impede rather than promot? pro.
8?cso torarig real econonric union.
I noulilr flnallyl  adrl onc obsenration.  lhere ls a quite ridicuLous  view gaini.ng grounil
to thc effeot that e propar Eurppean rregional  pollcy can act ae a substitute for  exchangc
rato varl'atlong.  ThiF ia really nonscnse. A European regional policy id nost desirable on
itg  ann nerltFl ao algucd in 2 (11) above. It  may well help balance-of-paynents  gcnrili!4.rn,
pinog e corntrSr wlth Bovefe regionaL  problens nay well sirnultaneouely  experience  g
balanoc-of*paJrnclts  4eflcit.  &.rt even this is  not certaln. ft  ie not 1n the lsact inoon-
oeivablo that e countrXr which hae an overall balance-of-paJments  surplus  ae a reEult of
a bally undcnrelued cut?6noy might at the sane time have a serious reg,ional  problem.
Indead {f  Itely  haa not rooently hail a serious deficit  on capltal account in lte  balanco
Oi gqymcntEr it  rou14 have bcen e ca6e in point r*ith a strong surplus on curyent aeooUrt
Qo|nbinod vtth an out8tenallng rcg!.onal problem. fndeed,  who rea1ly belleveg that rlthout
any baslo chentt in tts  rulin€i rat6E of rag:e-cost  lnflation  the balance-of-ps,5nncnta
PmblqnE of the Unttqat  Klqgitorn  ooultl have been solveal at flxed exchange rates over the
lagt dccadca if  only there had becn a European reg:ional poli.cy  on the ecale rhich it  ig
ndf rtasonBbl,e to oontFrnpratp?  At least let  us avoid riving in thls particular
0lqudouekoolaad.
Juner  1971
td lwuDeour?ptr rrlttcn  by Prpfcaaor R.l. llundrll
'I.  A Furopoln Rcrervr fu4d
lI.  thy $urope?
10
troc-I
l-Ilgq?p?P F?r:rv. Tuna
Lct ua d.fia.  thc luropcrn ourrenoy unft (ECU)  by tlr. l.!.t.  brokipg lt.
In tbr cvqst of r brcakup of thc lyltGn th. e!!.ts  of tbr Euiopcra Rlqrrrr Fw{
ritoltlatrrlng thc pool roul{ b. allltrlbut.d in .xcben6c  fotr th. Ileblllttrot  pt tbr
noolr tbr Europr ltrtl.f.  lbur thc rtlntriarlcrr  valuc of tbc guropr roqlal bl qq brtlll
thrn tb. r.lght.at N.rage of thc !c!.rvor or currcncica tbat tha nrtlo!|  of Eufotn
put ln thq pool.
Tbo relgbt! rould bc th. rctuel hotdiaga of thr r.t.rv.r.  lt  tht btFl4atlal
Ioitv.rr  tt  {a vory oonvcnicnt to cltablj.rb gglgg. Curr.nt Europrel ratarttt  lf  tbf
tlln. rr.  rbout t  ,O blllloDr of rhlch r llttlc  over I  15 bllllon rta 1! Sold. If  tlir
.ut rtr.  put ln r pool lt  roulil bc a lf6cr  rclrrvt  thr! 1. r.r1Iy !.o.fmr  .
Durapt aor hlr !o!.  r.!.rvca then it  n..at! tf  it  JoiFr tog.tbtr tq fort r ror
[otlrt  unlou. A pool ot t  ,O bll]-ion lboulal bc ruffj'olcnt enrl ollt  brlf  nor{ br blclq
fat bt .rtarnll  rcm3vra (SDRIr golit enil ilollera) alncc t  la!8. ftrattou of Europrrq
!*rih la j.nt.!nrl.. lhla rcanr thet tbc nin. couatrlca  rhould oontrlbutf g 15 bllfioq
of thllr. rrtcrnel rrlrrr.r  lnto tbc pooI. Quoter roulil totrX F ,O Uftltoq of r\lch
I  t5 btttlon roqld bo netlonel surrtBcy contrlbutl'onr and S 15 btluoa forrllp  tra
obrDtt;
lhr rpproprirto dlatrlbutloD ot guotu aoufat bt rctrblfhrtl  by lrSot*rt*onl
rltboqth I  d.!r.c of erbitrerlncls cannot bc evol<lril, rnd r rlrpl.  urthod {r  to b1
Frtttrrid  to r  conplloetcit proociturc. I  blvc celculrt.al  rPprqthrta quotr! roperallFt
to r  lorilule thet trkea'1nto rccouat populatlonr  oNpr IHf guotr.r vulesgt of Ll-
bllenprf, atc.r lnal err*rcil rt  th. folloring rclcrv? contrl'bqtl'our:
u.r,
Frencl
Girneny
IteIy
N.th.rl,rnalr
Br1ux
D.nlrrk
Ircl,enil
Totrl E.
t.o
,,o
t.o
,.o
1.0
1.0
o.,
o.5
Quote
6.0
5.0
5.0
5.0
2.O
2.0
1.0
1.O
15.0 ,o.o
Eeoh of th. oourtrL.a  rouLil cernark to thr pool rorcrrcl of 6olit or ilollerq
rquel to $!!  thotr quotr, thl1. thr rornlndcr rould bo prid ln nrtlonel outt?Dsy'
Countr!.rl roulal g.t i.n r.turn for thclr contrlbutlon e drpoclt of Europel .q$rl to
thtlr  quotr. thua fnnoc rould pay E ,.o bl'Ll'1on ol SoId or ttolLerr pl'ua en cquel
anount of frenoa rnd 8.t ln rcturn r tbPollt of E 5.0 bllllog.
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Thc brlencr rbt?t ef thc lunil rould tlra  look rp follorr:
Ihr Poolta l.r.tr  rDd Llrbllttl.r
Au:tr  lrlrbtlltt..t
@
gokl ead Dcllel|  15.o
Founalr  ,.0
Dlr  ,.o
rr 
''o 
Qurrrney
Ltt 
'.0 eli
cullal.rr  1.o  Dfporltf
El  1.O ,o.o Krenrp  o.5
Pourdr (trtal)  o.5
Totel E.  !o.o E. :o.0
Cratnql bllhr rould prg tbrir  rrohrllf  Frtrr to ib. lcu la tbo Hrr  rry thry
ql1 qof prggrrl to fbc clqllu (or bt e arr rtbod).  Tboy oo$lal trralurlly auror thr
*mtrlo (tatre-Eu;oprrn)  cxobrngc rrftln,  reI*ng tbr rrrn;krtf ea tbin m iluirrd.  lltbr
rrmt.r  of, tbc pocl rould gortipl tbc outaldl (dotler oF Solil qp sDn) trrtlne  bt
Ert;.tnt !b. Ewopr'te tFo ilollar rl  rt  pro..Bt (or by e acr frtboil).
I
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lhv Durorr?  :. r'  .  ,,. .
Ihr Europe. 1r_th:-4!!  ro 6trr to I  colror-sropom ouuucy.,sr  borrfitr  or-
tt.ot.d fror EIIROPA r..t  or poXltiar:lr .oal,rl rtd .oolorl,o foulrle*lolr. lroat thr
ocoaollo edvrnteg.! oa. nr.t lrahda.  r
e) bctt.r !o!.trry  ilboipllar  end e lor.r  retr ol lafletton rrlrlag  fror r deceatrrl-
lretl.oa of roaogoly F...ur.r  oa tlt  .rob.rt.  r.t.l
l)  thr ootv.li.Do.a of r Europo-rtah ualt of rooouat end rrdlul o! arob.ll.t
o) e lorr.fflcl.lt  dlvlrloa o! leboBl,,end oepitrl rcbl.r.al tlronth tL..ltrllrttoi  of
felro prlolag rrlrlng  tro! d1..qul,llbrlqt  rrobu3o frtoal
r  ':'.f  !
d) corrctlo!  of p.rr.r.r  orpltel florc brrcd oa llvrl!'d  tpecuhtioa; . _  :.:
c)rrcoup!'agofth...18dor|3.[o'rociui[|toU.8.brnIlortrrpeyrrr3
f)  atron6* .corrodo por!,tloa of Eulopora flarac:l.el ftrrr  (trurt  lld  {aaralca €oi-
peallrr.,ctc.)l  :  .:r.:..
t)  cratretlrod ooatrol orbr ooltln.atel nmrrrri 
l
.  'A  i
b) etroa6thr4.d bona-rrrkrt porltlo! of letloael 3ovrrlreltrl
l.) rorc rff!.ol.rat Europr-glll..ft|l.lalnt of e*port. cfrCtrtr,to tllnd.louitrlltt.. 
'
J) ronrtuy laihpoiloaor trol  thr U.Il.i
k) lnDrovrd Europr-ridc  quotrtlon! rad rdy.rtl..ilti
1) bttttr  hernon!,retl,oa  of roolel polloirr throutb u!. of r  oo$to! drlorlaelor for
roclel r.curlttr  .tc.i
r)  hprorcd  coatLaoattl  tdv.rtllllg  ttcllltlcr  eail othor prlcr quotetiorul
a) convral,rac.  to trrv.llcrr  dad tourl.t.i
o) rcductloa la uao.rteiaty colo.rntnt lnt.rlrttonrl  trrdr urd orpi,tal tovtrratr by
rciluctl,ol la trobrogr rirkr;
p) attloarl um ol r  corron orrdlt pooli
q) cffloLoact ol e coutL!.ltrl  rpproeob to rcgtoarl uluployrrat  p!obl.r..
Atolg tb. polltlorl-.aorolle 6rl,nr oar hr. to oontld.r tb. .tro!t.r  porltloD
of Europc ln !ur!.a.rt  of thr Latorletl.oael roaatrrt rtatatl  th. rdrutr3a ef r gouo!
r.a.rrob raal coltrol o.!t.r  for thr prorotLon of htrurtl,otrl  ro!.t$;1, tndt.
oon.rolrlr  .lployrrat rad dtvrlopr.at pollcy; rad e aor rtrtur  for luropo h  3lobtl
po11tlcr.
Europ. r.ral. r! 
'.rltttutlo! 
for pleaain8,  rlctopriaJ.lg rla lrpl,.r.!t1!3  r  al.-
vcloptrlt polloy for tbc cotrtl!.lt  er e rholo, rubrtratl.rl  .loutb r.t oolo.ptl.oB  rad
r.roqrc.. to brl,nt utd.r or. rooll !!$,  Iurogrrr glg.!!f  rooaotio pollol..  oB tl-
rlffr  rail tnal.r Lnt.!!rtl,orr1 lo!.tert  rctorr,  forrl.ga eld ead oepltel rrportr poll-
cy, rnd forcigu or[.rlbLp pollay| !!99g!L, Europrrr l!t.'!rl  ooolorr.c pollolor ool-
o.rlLag ro8loael ulil.rd.lrloporat,  ulclplotl.ltr  tolatrrJr urd f,i,rorl Dloblara, trr
rloharrnoaigation  and conpetttlon structures.
within  the exj.stinS institutions  and sone
11ties already fn  operatlon could provide
Some of  the6e policies  are now j.mplenented
of  the infraetructurer  personnel and facl-
irrputs for  the new in6titutlons.
Detailed argunents for  EUROPA have been noted above and do not require ite!-
ation.  The rhort-run  exlgencler converget howeverr'rith long run deelres. There ie  a
neeil for  nonetery indcpendcncc fron the U.S. do11ar. If  the U.S. economy rccovers frotn
thp 197O-2 rccelaton lts  belancc of  payments  can inprovcr reduclng the sense of ur-
gency uquaLlt Racal.al to astabUsh thc environnent  for  a monetarlr agreenent,  But the
exchangc qriscB f111 recur if  the nonentum of the U.S. recovcry i6  not eustained or if
tha EBropcatt coonoilj,c6 change alirection.
uncertal.nty over exchange ratc6 ls  certain  to continue untll  there i6  a re-
integratlon  of  the trq  gold narketB in  a gold convertible eyaten, or else a scrious
inveetnent naale into  a ro!.lil  ourrency. Fa111n6 agrcement on the€e liattets  the caae
for  a Eqropa es an aLt6rDative protectlon agalnet furthcr  cri6es seens ovarrhclnlnS.
Therq are Eeveral probl,ene that  need to be deaft sith.  There lai  flrst!  the
eetablichnent of a convcntlon  on I  numeralrer or ulit  of account.  Thcre iai  secondt
thcneedforaSlccncntonth€intGrventlongygtcnforfixingEuropcancxchanserate6
to onc enother. Thcre ls,  thiratr thc nc6al fot  a slrsten for  fixing  thc relationE
betrcen thc European  atanrlard and that  u6ed j,n the rest  of  the rorlcl.  Finallyt  there
is  the nceal for  ensurin8 the adequacy of  the world monetary syatem in  rhlch the
European Gystem will  operate and other igsues associated with intelnational  monetary
reform. These eubject€  ri1l  bc tak.n uP j"n turnr  and lhen we shaIl  concludc rith  a
specific  plan for  a Eu,ropean pg5st'vs Fund.
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The numcralre pfoblem relates to the use of a unit  of account and involvea
both infornatlonaf  and contractual-  clementa. Fot purposes of  quotatlon a convcntion ia
EuffLcient  bccause j.t  involvce  no conmlttnent.  But the stlpulation  ie  inportant in
substance bocauac it  inplica  a atetctnent contracts  over tj'ne and tould affect  real-
raaourccB in  caeee rhcre cxchanSc ratc  chao8ea arc involved. the flrat  6tePr therc-
fore,  is  to nake the convcntlon.
In practj'cl,  hof,evcltr it  nust be recoSnised  that  the establi6hnent of  a
convention al,6ost lnvarlably  leade to the use of  the same insttunent for  quotatlon
and co4tract put|poseB.  If  th16 i6  bornc in  mind at  the outset the establishDent  of
thcconvantlonDustbcreooSaiecdaeimportantalaolneubstance.Tro|lnaturall|cboi-
ce6 are the U.S. dollar  anil tha SDR (or its  8o1d equl-vaLent). A third  alterDatlve is
oneoftheEuropoancutrrcncl.ee'Suchasthepound,francolmarkor]ire.Afourth
po861b111ty  Ia en outsldc Currency  such as the sriss  franc.  A flnal  alfer:ratlve  is  a
unique unit  indcpendcnt of eny not existinS'
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The adoption of the dollar  as a trancitlonal" unit  of account hes truoh to rc,
connend it  baceuse of ite  current  uce eB the lntcrvsntlon  currcncy  and the nogt 10-
portant unit  for  lndcxing of  bonds and othcr futurc  conttacts.  Beoause lt  i!  thr
currcncy of an a1lcn SovGrnncnt  it  haa thc further  nerit  that  lt  could not bcconc ibc
flaal  cholcq. Europc rouLd not bc contcnt ln  thc long run rith  the uec of i  for.ign
DetioteL culrcncy aa itB  orn unlt  of aocount.
The nane of the connon European nuncralrc involvea no iaeue of prlnciplc,  cx-
cept that it  16 dasileblet  4ot to  forccJose at.thc  outsct tbc usc of naacs that  heva
been aeeociat.d tith  paet propoaal"a and plans. For purpocce of thie  coutributLon,
thereforc, re rhalL uee the non-connlttal deslgnatlon of the rrEuropcan Currcncy Unltrl
or ECU rcecrvlng for  thc final  name the dore durablc rlcrlgaation  EUROPA or EUROR
aesociatad rith  other plane. The ECU 16 thua alnply tbe nenc thc Suropcea govpnicnts
use to deaignate thsi!  connon tran6lt1otta1  unlt  of account, lt  bclng unrlcratood,  that
anXr connlttn.nta axprcaaetl ECUs reflect  the valuc of thc US dollar.
The solutlon of the nuneraire problcn ls  thua poetponctl by thc tonporarJr  us.
of  the ECU ae a traneitional  dovice. Ite  accountLng val.uc ig  thc loca1 culrcnoy
equlvalent of a US doIlar.
The long run preacnta many alternativee,  beyond thogc 1letcd above. The
suggeetion I  propound  is  that  the Europa be dcflncd aa 10 grarne of  thc prcc{ouc nctala
(ei1ver, gold and platinun).  The proportione of thc thrce rnetals in  thc Europa could
be altered every decade or eo by an act of  the Europcan  Parliancnt should nar acrrci-
ty rclatlonahlpe cnerge. The theory Sovelning its  valuc 1e cloocly rclat€al to thc 1n-
geniou8 inventLon ailvanced in Professor  Mea,dere plan of,January 1\li,  cxcepi for  the
sub8titutlon of papers by ncta1.
2. The Exchange  Rate Problen
The cxchange rate  problem is  bcst illvirled lnto  tro  parta.  Thc fir8t  p4rt ls
thc choice of nethodc for  maintaining i-ater-Europcan cxcbenge ratee.  Thc eeoonil part
18 the method of fixin8  ratee rith  the reet of the rorld.  Our firet  cotccrn 16 th6
choice of methoil for  fixing  Europcan  er(change.latea  to onc e.uother or to the ECU (x).
Thcre are eeveral nethodg of  fixing  exchan8e ratcc of e bloc of  countrl,ce  to
onc another or to a connon unlt.  A ccntraltesd ayetcn iE to hay. an aglnclr poaseselng
Btocks of national currenciee  and FCUs to buy and ssll  thc natl,onal currcncLcB  at  the
pr6acribed  linite.  A dcccntraLired eysten ie  to have aach ccntral  bank f1x tho co[non
(x)  Exchange ratee have tine  6pecificatlone. Forrard oxchengc  ratce cannot bc naglect-
ed eince they play a vitel  rolc  j.n the ahort and l-nter capLtal narkcte. Thc iuac- tion  of an exchange parity  is  to  eetabLiah a central  bankrs cot!illttectt  to  rlcfcntl a 81ven cxchange rate pollcy  over a rcaaonably long tiDe Lntcrval,  to  gu{clc, ovor thc olanning pcriod, inetltutions,  firno  and groups  nekln8 dcoLelons that  ril.y  on the dcfelrcal contractg.  Floating ratce or frequeqtly-adJqetablc pafltlce  anount to a relar(atlon  of  the ccntral  bankrs commlttnont  as to  futurc  cxchangc  ratc  po-
licy  and optlng out of guldelLnes for  the prlvete aactor. Ia rhat foliora  I  airall
eaauoe that  aountries adopt a speciflc  parlty  policy  cxccpt insofar es thi!  i! altcred by nultl-national,  agrcencnt.
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rate within  thc Getabliahcd nargln. A coltrained systen is  to bave the cenfral  agency
sell  4atlona1 curtencics  when the ECU is  reak, and for  the national banke to  seLl the
ECU when the natlonal currcncJr ie  ieak. A pernlssive  eysten is  for  the natlonal banks.
to support the ECU when lt  is  f,eak (against a Darticular  national currency),  and for
thc ECU Agcniy to  eupport the national currency  when it  is  reak.
0f  theee 'ayeiens,  the rnost lnvulnerable  to sleoulatlve attack is  the perrnissi-
ve eysten. fhe currcncy chains c&n ner/er be broken as long as each participating  nem-
ber can provid€ its  orn surrrncy to the exchan4€ narkctr and as long ae the gCU Agen-
oy ha8 sufflcicnt  ECUg to  tliepoee of.  Its  major advantage, therefofer i6  that it  can
rlthstand eny BpQquletj.ve attack on the currency no natter ho{ Iarge. In ehort it
would cnd at  onoc all  thoee clenentE of unstabillsinq  epeculation except those based.
on dellberatc unc6rtaihty createal about the exchange rate policy of  ar menber. A6 1o1g
as ther€ J.a agfeanont on xha.t the exchange ratt8  6hou1d be the exchange fates can be
ha Id.
- Tfrc pcrnirpiv.  qtFtcm le  the only fooLproof systcn and it  ig  therefore the
beet fo!' e 8l.ouit of  couqtriee rJ.).Iing to  cocperate. lhie  does not mean, horever, that
it  ie  sufficient  in  aDd of itsclf.  It  is  Eubject to abu6e if  one or  nore countrica
followcd guch an cxpansive ponetary policy  that  their  currency raa Ln perpetual cx-
cess eupply in  the cxchange narket. This rould rnean that  the ECU Ap;ency could have to
bulld up alactr  of' thc; rcak currency. Since accumulatione  of this  sort,  i.f  they bccame
peraistentr vould involve. lnpl-icit  ertenaions of credit  fron other menbers to the cle-
ficlt  fta$be!r or,  alteraativqly,  itrflationary  pre6Bure in  the region as a rho1e, ln-
hibitory  meaeuroa  rould have to  be taken.
One inhbitory  ul,e_gsurc, i6  frh4t Anericans call  rrnoral-  suasionrr. The Conmittee  of
the A8enclr coqLd oaX!1gn the dgficit  nenber about further  inflation.  Mul,tinational
ButveillaDca pf  ihe bal-ancc of paynente at  the end of  each month would provide ihe
knorledge upon rhlch the CoFmitice should. act.
Moral suaelon has thc disadvantage  of  bad tastet  however. and it  may elso in-
volve a greatcr use of interfercnce with internal  problens of the policy  of  the menber
than i6  coneidcred desireble at  thiB etagc of  the inteqration  process.  A nore object-
ivc  method'roulil  bc to'cclabtieh  a penalty systen for  overdrafts. The Agency could
changc lntcriet  on acoutairlatione  Lf a countryrs  currency  beyond an agrerd 1irnit.  The
interesi  ritee  involved rould havc to te  teit  t'o negotiations, but thcy should:
q) bcar sone rclation  to nqlket intcrest  ratcs  (which should also reflect  lnterest
prcmia) i
b) rlsc  autoEatlcally as dcepcr tranchee are utilised;  and
c) be contlnlcnt  on 6  " -  ccullEy rnalrUnents (collateral,  againsL anJr subssquent alterna-
tion  ln  ;xchanga parlty.  .
In  thig  'iay the syatcn cannot be subjectail to abuse through inflation  without
autonatlc conp?nsatlon  to thc othcr re,ilbers. At the Eade tlne  1t allows a country
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considarablc  dirorctlon  orcr thq tiatng  of  thcl,r orl  rdJnctr.nt.
tha intre-Europcen  coipoD.trt of  tb.  oxchen8c retc  problcn la  tharafora aolvcd
by thc coralttrcnt  of  crch ncnbsr to  runport thc f,CIt rbca thr  EClt 1. rt  1tr  lorcr  11-
nlt  (or ecll  thc natl.onal  currcncy et  it!  uppc  f.irit);  end by tho rcciprocr,l  oorrltt-
ncntofth.EcUAgencyto@rhrn1t1errrk.llblrrutue1
eupport syat.n ir  tbc only trfoolproofl eyltu  for  guerentrolag  rbrolutrly  thr  vlrbl-
1ity  of thc cxcbengc rete !Jrrta..  It, could only bc rbucril if  thc Lnt.rart  rrtr  goll'cy
of thc ECU Agcaoy rra  too lex rnd fellcd  to crrot  duc corp.Dlrtto!  tror  ot.rlt-
lnflating  aonbcrs (x).
Thc ECU and thc Dollar
Thr dollar  ls  a vlabLc curlanclr ln  uec oa e rorld  ao.la rt  tha praralt  thar
Thc ECU, r.  lrlutoi  i.  !t111 1a thc phaalng rtrg..  lor  thlr  r.l.on  latrrartlorrl  ar-
gotlatJ.ont rouLal b.  rcqulrcil L! oral.r to cltabllth  tbc conilltloaa lor  rolrtery  ooop.-
ratl.on. Ialtlelly,  thc ECO Ag.aot rey bavo to rocrpt  r  tfrporrrlly  tnbordlnetr roh
until  lt  .rtrbLlshar  ltrclf.  In othar rordr,  thcy ney hevc to nlatelB  tha rrlu.  of
thc ECU rlth  rclpcct  to thc dollar  on th.ir  orrl lnltlrtlrc  by tteb!.lirlng  eSelnrt thc
dollar.  fhc ltcncy  rould thcn bc in  r  porltioa  raelogoue to that  of ea iadlvl.duel
nc[bcr .uaing thc ilo11ers, a! rt  pr.lcltr  er tbc latetvcntlou  ourraDcy.
Ia tbc loogcr run, horcvcr, lt  ley br tlcrlrrbl,r  to rork  for:'en rtrtaraat
bctrccn th.  ECU Ag.Dcy and thr  Fcdcrel Rcccrvo Boerd rnrlogout to tbat  propoeril for
lntcr-Europ.aa rclatLonat bt rhich tho A6cnc; rupport!  thr  doller  rh.r  tt  tr  nrk  elil
thc Fcdrral Reccrvc Board aupportB thc ECU rhcn lt  j-! r.rk.  fbc edvertegr of  tbl,s ru-
tual  eupport !y!tc!  lc,  ea bcforc,  tbet lt  le  egri.n foolproof in  thc !.n..  tbrt  !o
anount of apcculatlon catr prcv.nt tbc tro  !o!.trr!r  blocr lron rrintrhllt  tha arcbrl6e
rate that  is  uutrnll.y e8r.Gd  upon. tbc irht.nanq.  of auch rn r!t..t.nt  rould bc
contingattt  upon coopcratlon  bctrocn thc tro  autboritlor.  At th.  cnd of e rcttlcrrnt
pcrlotl Gxcr!! bahac.a crn bc oenccllcd,  end eny nct crcditr  arttbil  1n rrlrlca  of
thc other authority.
Thq Moactar)r Rrforn Problcn
lltbough coopcratlon  ln  thc ficlal  of latcrnatioaeL roactrry  rrlutar.ntr  1s
thc dcsired ltatctt  it  accda not lnvolvc dlrGct latcvrnttoa  b.tr..!  thr  ECU grd th.
USD. Indecd, because aeveral couatrica rry  not rltb  to prg thclr  ourrraql.or dirrotly
to eithcr  th.  (UsD) US alollar or thc ECUr it  ia  d..l.rablr  to hevr e rorlil  orrrlilot  Ga-
(x) It  should bc notcd that  thr  prlnclplo  of  aupportLag thc roek our!:.ncy i.!  tot  ltri
lt  rer  uard 1n tha carlt  .xpcrlE.nta rith  crobrngo oquellretlon  fulilr  rftar  Otcrt
Brltain  floatcd  tbe pound tn'.9)1.  Tbc Brltlgh  probl.n ru  bor to urr  tb.  r..ourcc.
of thcir  crchange rquelLeetloa fund to aupport thc lrrnc  or thc iloller  rnd th.  out-
conc of thc dlecuaalone cngcnilcrcil res thet  tb.  funtl ahoulil .upport thrt  otb.r
culrancy rhlch ln  tha rhort  run ras rcrk.  In th.  lol8.r  rul,  of courlar tucb rupport
opcratlons could only bc aurtrinccl lf  tbc iDt.r..t  rrt.  lD tbr  nrk  o.rtar  trt
sufftclently  high to roflect  thc cost of crpitrl  rld  il  thar.  rr!  l.!lr!lac.  rtrlnlt
locgca fron cxchengc  rutc  chengcr. I  acconil antl rclatctl  problcn ugr..ult  1l  thc
opcratlona pl  thc fDt.lttetloael  llonetrry Funal. lgelnar  tbt  cur  .ohtlon  .r.rt.d  lBd
la,  I  rn tolil,  dlgcuracd ln  onr of E.X. Bcrnatrinrr  rerly  prpcrr la  thr  fXFr rot
avallablc to ac at thc tluc  of rrltiag.
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pabLc of, perfornrlng thie  funitton.  The IMF has Lte own canclldate  as a *orlil  noney 1n
the forn of thc SDB' But thc SDR ls  not catlefactory  in  its  present state for  re11
knorn reaaons (tha 801il guarantec,  the reconstitution  provision,  the cleficit  crj"terion
and the desiSnation  eystem). It  must be lodifiqg  before it  can be adaoted to the role
of a r9r1d currenclt. I  ehalL thue refer  to the modified  SDR by the non-committal  term,
fnternatlonal  Curre4cy Unlt or ICU.
Ihe probl.n now is  hor tbe ICU should be related to  the ECU and the USD.
Againr hotever,  rc  can apply the same principle  that  re have adopted in  the carller
analyeJ.e. The US or the ECU Agenay can naintain their  orn exchange rates viE-d-vLe
the ICUr at sp€cifiod nar61ne, or a cooperative  arrangenent can be eetabli,shed.
Again the pcrniselre syeten ls  thc most cffective  in  ensuring a 4Lven exchange rate
parity.  To nakc euch qn agreenent cffective  at  the international  scaler however,  a
strj.ct  enforcoment of credlt  rules uould have to  ba nade. Because the rilllngncss  of
thc world to conccdc to a rorlcl authority  sovereignty may act as a barrier  agaLnet
the uac of a pcrrnleeive Byatcn, it  may be neccssary to  depart fron the general rule
and kcep thc burdcn of  rnainteaancc of parity  o!1 the national ot. continentaL  6tat6s.
The burden of convertlbllity  of the ECU into  the fCU rould then be borne by the
Agency of  the ECU. The burden of converti.bllity  of thc USD lnto  the ICU would be
born. by thc Unit.al Stat€s. And the burden of convertibtLlty  of  the other cu!"encies
would be bolnc by the natlonal curlenclea involved. Th16 nean6 that  cach country
rould have to nalntain,  as they ilo at  present,  adequate international, reeerves to
enable thern to fulfiLl  their  convertiblllty  requiremcnts.
The G1oba1 Restreint Problem
What is  the mcchani-sn  by rhich Blobal restraint  ia  ma1ntained 6ufficiently  to
prevent world inflatlon?  Tha ansyer ie,  of  couraei inhj-bitione of excess noney crea-
tion.  Thla lestreint  iE provlded by thc requirenents of  convertibility.  Countries
need an ample supply of reservce, rhere rramplerr  mcang eufficlcnt  to maintain credibi-
lity  of  the oonvcrtLbtllty  of  the currencyr aeeumlng app!opriate  nonetary pollcies.
The eolutlon to  the problcn of int€rnational  nonetary reform presupposes the creation
of a nechanLsn for  gcncratlng sufficient  liquldity.
But the international  monetary Bysten  cannot u" "*""1"iu.).y  elastic  in  the
6cn6c that  rorld  nonstary  tegerve6 are created through the ba1ance of paynentE defj,-
citt  of a partlcular  lnernberts currencyr as they have been in  recent years through the
balaace of paynenta deficits  of the reaerve currency countriee.  A ncasured increase  in
g)-obal. lGacrvca 1s nredod to neet th.  neeila of a grorlng level  of internatlonal  trade.
No one can prcdict  the rate of  glorth  of  internatLonal  trade in  the future.  But it  is
hardly 11kely that  it  will  continue to Bror at  the aene rate it  baa in  the pa6t. The-
rr  iE a naturql roaaon for  this  inBofer a6 much of  the past i-ncrease in  tradc was
needed to ov.rcoma the backlog cleated by the lnhibitionary  effect  of  trade barriers
that havc ner beea EubstentiaLly reduced. But the growth of  world capital- flo*s  haa
creatcd a na, avcnuc by rhich factor  flous  have incrcased  self  suffici.entLy. For thls
feaaon futurc lnternatlonel  tradc silL  expand at  a sloser rate in  reel  term6 than it
hae ln  th.  pa8t.
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Evcn ao rorl<1 rcrcrvce 1111 bavr to gror et  r  rrt.  aqulyrlrrt  to ebout 5 f  ot
lc.crrcr.  Oirca tbc cuucnt  lcvcl  of lntrrnetloael  rercrvrr  of  about f  15O btLlloa
thla  neenc thrt  about 7.5 bl}1loa  ICUa rlll  hrvr to b. cr.rt.d  rururllt  ono. l
corrcotl,vc !!r.tcn  la  inplcleatcil.
Thc EuroDeen  Rcacrvc Fuld
fhc ECU rould b.r  1lkc eny curr.lcy,  otr b.tt.r  thrn th.  rr!.ta  brckltrS lt  or
thc Soodt lnto  rhich 1t ls  convrrtlblc.  It  ig  bcrt  to rtart  rltb  r  pool of .rchu6.
r.aarvc!.  Thc pool cltabLirhct  confLdctrcc ln  tbc nar curralct  tro!  tba outlat  avatr
though lt  la  in  thc 1on6 rua not lcc.rnry  to  rupport it!  vrlu.  la  thc .rohu6o  rer-
kct.  It  i!  a1!o ugcful for  ltablLiratLon  purpo!.!  alal to clturc  thc ilfellbeok  veluorl
of th.  curr.ncJr ln  thc evcnt of rithilreral  of orc or !or.  rubcra.  lbut  thr  ECU roultl
havc both en rrLntrlaclcrr yrlur  and rn rrcxtrlarlorr velur;  thc forlcr  baard on thc
aascta backln6 thc currcncy, thc lettcr  on tha rrlorlynrt!il  it  roqulfar  ra lt  bagoiar
acccptebl. ra e o.dluo of payrcat. Thc tlnc  pcrlod rcqulrcil to  convcrt lntrl,arlc  va-
Luc into  cxtrlnglc  valuc may bc vcry rhort,  horcvcr, rhlob 1r l  lallur.  of ltr
auccc16.
At thc b.tlnnin3  it  Lc vcry convcnlcnt  to crtabllah  g9!lS  to d.tcrlinc  th.
sizc of  thc pool anil for  "otitlg 
purporcr.  Currcat.xobaqg.  r.!.rr.!  of  tbc Nlno erc
ovcr $ !O b1l1ion, of rhich e littlc  ovcr I  15 btUlon  arr  Lo told,  If  thi.  lu!  rrra
put ln  a pool it  rould bc largcr  than nac.aaarlrc
Europc not haa norc rcr.ryce  than lt  nccde lf  1t  Jolar totathcr  to forn e lo-
ncterJr uulon. fbc sizc of  thc pool dcpcnds  on the dcnraalr rrd.  on lt  end thc eeopc
for  expanaion of lts  llrbilLtlc!.  t  pool ot g tO bt11loa rould bc enpla for  rhoat  rlt
concoLvablc pnrpo!. aod oult  hrlf  nccal b. brckcd by rrtcrtrrl  rc..rr.!  (SDR.r golat rral
dollare)  slncc a. letgc frrctlon  of Europcra tredc 1! iDt.rrrl.  But e luch uellcr  pool
ia  sufflctrnt  lf  th.  lutua1 rupport archrnt. !y!t.D  1l  rtloptril,  Lrt  ur tuppoac thc
ninc countri.!  coltribut.  g 5 mlUlonc of  thclr  .xtrrrrl  r.!.rvcr  lnto  tbr  pool.
Quotas rould totaL t  10 billion,  of rhich /  5 mitllon  rould b. nattonel ouF.nct
contrlbutLona  antl f  I  bi.llion  forclgn cxobangc.
Thc eppropriete dlstrlbutlon  of quota! ooul.d bc cltrblllh.al  by ncgotlrtlon  or
by a fornula lnvolving,  cry,  populatlon,  IilF quotr.,  .t6.  Arlu[e  thc follorlng  lal-
tlel  rcccrvc contri.bution!:
UK
Francc
Oorreuy
Italy
N.thcrlanals
Bclux
D.nrrrk
Ircl.and
Totel E.
Quotr
2.O
2.O
2.0
2.O
o.66
o.66
o.t,
o.tt
10. oo
Rcaarvr
contrlbutlon
1.O
1.O
1.0
o.rt
o.rt
0.165
o.165
5.OO
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Each country rouLd earnark to the pool reserves  of silver,  go1d, pLatinurn,
SDRg or dollars  cqual to hal.f its  quotar rhile  the remainder  would bc cornrnLtted  in
national ourrency. Because 6o1d is  underpriced a special official.  European  shadow
prica of  gold ehou)"d  ba eet abonc the official  price as a prcfininary  arrangement un*
tll  a aatlef4ctory internati-onaI  solution to the undervaluation  of  gold ie  found.
Countriee rould get in  return for  their  contribution a deposit of  ECUs equal
tc  their  quota. Thus France  would pay E 1.o billion  of  gold or dollare plus an equal
qnount of  flanca and gct in  return a deloslt  of E 2.0 bllllon  (x).
The Balance Shcet of  the Fund roulC then look as followe:
GoId, $DRe and DolLare
PoundB
D!,1
Fr'
Gulldcrs
BF
Krone
Pounda (Irish)
Totat E.
EUROPEAN  RESERVE FUND
Aeseta  Liabilltiee
ln
1.0  Currency
1.0  and
1.0  Depoelte
o.t,  10.0
n  zl
o,175
o,179
Ccntral banks rould support the ECU at  its  lower 1lmit,  and in  return the
ECU Agency rould aupport each cuuency at  its  lorer  linrit.  If  a country beAan to  be
1n perslstent surpluo or dcficit  i.t  rould gain or loee ECUs and rould eventually
havc to adJuet. Thc inside  (intra-European) exchanqe margin (the snake) could be
nadc ea thin  aa dcalrcil.
Thc nanager of  tha ERP rould control the outslde (doI}ar  or gold or SDR) rnar-
gine by supporting the dollar  at  its  Lorer llmit  rhiLe the US Fcd xouJd supDort the
ECU at  ite  lprer  thit.  Again pereistent deficita  or 6urpl-u6ee  rould requirr  ad-
lutstrrGnt.
Aftir  international  monetary reforn  was Erranqedr each Continental currenqy
rouLd eupport tha ICU et  lte  lorer  limit  and the world monetary authority  would
Fupport the dollar  and the ECU at  thei,r lower li,mite,  using the Eane nutual support
Fy6tcms. In thie  way thc currency alliance  could ncver be broken.
(x)  The Fund might also be pernitted eventually  to accept certain heavier conrnoditles
in  li6u  of  currencies or precious  metals rhen these were in  subgtantial exceas
supply  (e.g.  clains  on xheat, stcel,  coal oi  oil  reserves), and e etockplling
of 6pccifiq  ltcns  could be justified  on economic  grounds.
10.0  E. 10.o
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Ilce of ECU rr  r  Flgcel Dcvlcc
ft  nay b. bcttcr  to  Launch the ECU a! e loa-brnk currcncy. Netionel  coaEarcirl
bankr rould contlnuc to usc natl.oarl curr.nct  a!  rc!.rv.e.  Ehc ECU oould b. u!!d,  hor-
.vc!r  rE r  pockrt curr.ncy  bJr toullat!  antl trevcllcra  to mp1ac. Itg do}Irr..  Thcrr
roulil e1co, tro aloubtr bc locaL dcnanrl. It  could bc dcclarcd lc6el  tcnilcr for  ell  pu-
bllc  end prl.vat. dcbtr.  Thir rould cnsurc lts  roc.ptrbluty  rt  thr  outrida oaoc lt!
vrlu.  in  .xchrn8. rer  catabliahrd.
lhc  ECU could br diatrlbutcd  dlrrctLy  by thc A6oncy er peyncnt for  oxpcarct of
thc Europcan euthorlty;  for  rctlonel  il.yclopn.lt.;  for  tho Europcen  llalvcrrl.ty;  for
cnvironnantal controli  or eay othcr colloctLvc purpoec. AltrrnatLvcly,  1t  oould bc
distributcd  to govcrnncntc rhlch could thcn ucc lt  for  aetlonrl  progrrl!.  Ih.  !o!.t
roulil thca be introduqc<l Lnto tbc payncatc ctrcrn.  B.cau.. of rconorlc 8tofth  tbc ECO
roukl havc to b.  inclaescd cvcrJr Jr.ar rnd thc procacalr fron  thc fueuc roulal rapralcnt
a subctantlal courcc of ecigaloragc enil apcntllng poror for  thc Europcan lart!.tut!,on.
Lika a tax thc porcr of icauc rcprclcnte a lourca of  financo. But ullikc  e tex tt  ln-
volyco no sacrlfica  of rcal  rcrourc.B  on thc pert of  the tupry.rr  rt  laart  illofet  aa
thc ECU rcplacca  US dollrrs  rethcr  than letional- ourrcnoicc.  But ovcr and abovc thcca
gubctitution cffccts  (rcplaclng dollara rnd tratlonrl  currcnclor)  thar.  1! r  purr
utl1ity.  cr.etlon  rarlo6ous to thc Sein a con&utll-ty axp.rL.nc. rbrn r  ncr Lnrlltlon  1r
lntroducctl.
To calculatc th.  tc".Du.  porcr of  tb.  ECU al  la  rnnutl  tar  Lt ia  hclpful  to
crlrcls  th.  varlrblGB rtDbolically  rnil rttroh  rrpr.lcntatirr  vllucr  to tb.!.
Let G bc thc lplnaling per yaar fl!'aac.d  bJ th.  ECU and ].ct R bo th.  quuttly
of  ECUa outrtaadlng.  Let ths total  Europce! 6onet rupply br rcprcrcntcd  by il.  Thcn lf
the ratlo  of inconc to noncy la  V, rc havc
llV .  PO
rherc O 1a output eld P 18 thc prlcc  lavcI.  Thcl lt  follors  that
ll  tt+A
PO-V
rheretrie  thc ritc  of inflatlon  and 
^ 
1a thc rat.  of rcal  grorth.  Nor lf  d  1r tho
fraction  of  ECUa in  thc Europcan  doncy supply so thet
R =(ll
thc rcvcnu. potcntlel  of  tha ECU as a fractl-o!  of  Groaa Coruualty  Product la
u g=E  =
Just aa a rcsult  of  thc 6rorth of loncy lncolG. Tblc docc aot cllculato  thc rcvcuuo
porslbllltlco  ericlag  fror  tbc lnitlel  (onoc,;for-e11)  lreuc of loaoy et  tb.  coucno.-
ncnt of thc p1al, rhich i.  ello  a louroc of rcvcDuc.
rlqu+fr
Lookrd on a8 a revQnuc  meaaure the syEtcn i6  hlghly proaluctlva,  For 1ct u6 as-
cune rrtypicaL( valucr of'lY+  .05, I  = .O5t and V = 2.!.  Then if  the ECU bccones  cve4
1o S of  thp Europear rnoney euppJ.yr we have the fractlon  of annual revenue equal to
I  i  .004 or 0.4 {  of connunity l-ncone, This anounts to nore than g ,  blllion  at
current |cve1e of  the !otal  product  end 16 a subetantLal figure  compared to the curren!
\qdgct of  the Cornounlty. Looked  on a6 a source of  iinanco the entcrpri'er  e?en olt
cautious aasunptlena,  ie  a highJ.y profttable  venture.
Thc prlma ccononic ga!.n fron the establiehncnt  of the ECU, horevcr, goes far
bpyond *fc  uee as a Pource of  rcvenuc. For it  opens up the poeelblJ-ity of creatlng in-
qoDes ,.n saya not before anticipated.
\q lfloDocuncnt rrltt?n  by Profeesor l.  Nrubauer
X. Puronrran Iutegratlon Po1lcy Toilay
Altaraativc6  to tbe Werncrplau
'I ?i
r1nlru>$_I
1. Introductio!
0n thc cvc of  thc propoacd tranaltlon  to th.  r.cond atage in  thc construction
of thc European Coraunl,ty, viarc  on thc rhapc to  be given to integratlon  pollcy ln  tbc
pcrloil ehGad rrc  dlvlded. f6 thcrc to bc a phaec of  consolldatLon  rhich lould  lncludc
novcs to nakc up thc onlcrl,on. of  thc flrEt  !tatc?. Or rhoukl,  on thc contraryr r  n.Jor
etcp forrard bc attclptcd  in  crrteh  ercar rccognlzcil to pLay a key rolc,  e ettp  not
cnvlaagcd  for  tblc  polnt ln  tlnc  undcr thc ata6c-by-strg. cchcdulc of thc fcrncrpler?
Or havc rccent polltlcal  dcvclopncnta opcncd e rey to lntcgratlon  policy rhtch did not
lccn to cxiat  (any longcr) in  thc paat dccadc anil rhicb nakes thc propondcrancc of
ccoDo[Lc po1{cy eaong tbc inatrutrcnta b.soEa oblol.tc?
2.  IptcFratlon ltrrtctt  of  thc gcrncrDle!
In eI1 thes. vi.ra  long-atr6o61og aloubt. ere apclt out norc or larr  clcarly:
cea thc futur.  atl11 bc cxpectcd to briag naJor progrcee Lf  ro rcJ.y on th.  lnt.gratlo!
ttrattgy  of thc ferncrplan,  1.o.  on progrcaalvc coordlnation of natlonal pollclca  enil
haraollzation of aatlonal obJcctlvcr rnd iartrur.ntr,  hopiag that  thccc r{11 coavcrgo
lnto  rbat  evcntually  tould ello  bc inrtltutlonallzcd  polltical  unlon? Thr lcr!.rplea
etarteil fron thc aaauaptloa that  thc polltlcal  rceolve to uaitc  ras etrong anouth to
cneblc p!ogr.r!  to bc naclc -  at  lceat  6redue1ly -  ln  coordlaatLng and herrollziDg
cconollc pol,icy, partl,cularly  lf  on belancc all  acnbcr Statea dcliyeal aole bracflt
fron th.  arranScoeata. Thic graduel proc.ss ra.  .xpect.d to bc aclf-rcinforchg,  cvcry
etcp aaklng thc aext caaicr end ln  r  reJr !o!a  natural.
Harnonl.zatLonr rhich alao ncanr hoaogcnization,  haa produced good rrlults  -
not oaly those of  cuBtona unloa. But naalr of thct.  rcrult!  havc b.e! achl.vcd outaldc
thc arcna of hlgh-lcvcl  polltlce  anrl arc thcr.forc  quite oftca diam166.d rith  a rltlc
ac harnoalzatlon of axlc-rcighta  and prcacrvcr. Such lrony ie  niaplaccd  bccaucc all
ncaaur.!  nakJ,ng natlonal froatl-crc caslar to  croac ln  cvcryday lifc  arc la  thcncclrqs
a contribution to  blrldng doEl  Dationrl berrler!  ln  thc nlndc of  pcoplc.
In thc ccntrel. lesues of  ccononic poIlcy,  horcycr, coorillnatlon  har neal.
littlG  lf  auy progrcsa. Tb. intcgratl.on  achlcvctl co far  hec feiled  to trlggcr  off  or
booEt lntcgration  rherc fornatlon of thc po).ltlcal  rilL  ls  conccr!.d.. Thc lntcgratlon
rtratcgy  of thc lcrncrplen  cocce up agaLnat ltc  lirlta  aG loon ac thc nationel
Stetccr autonollr in  ao-callcil rrvitel  qucetionart le  affcctcd.  lnd thc nulbcr of  rrvl.tal
qucatloaort  1a aurpri.elntlt  1erg.. Scrloua coordinatlou of natLonal cconollc pollcLca
cennot craeta thc rlll  to echlevc ovcralL political  intcgratlon  but preluppoacs  it.
In adrlitlon,  thc cfforta  nads undcr coordlnation anrl harnonlzatLon pollct  havG
ao far  bcca henpcrad by a leck of clarity  ln  thc conccpt. fr  it  coulnualty of  coonollc
pollcy  obJrctlvcr or ualflcatl.on of  tbc lnstrurcltta  that  ie  to be givcn prlorlty?
A po1lcy of  connou obJcctlvca (la  thc arcal of  ahort-tero cconorlc pollcy,
Srorth po11cy, incouca poI1cy, 6tc.)  rhlch rould havc to crcatc a cufficLcnt  Ecrrurc
of  cconoolc and locla1 cquillbrluo  ln  Euiopc could pcrfcctlt  t.11  Eeneg. rith
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tnstrunaltt  of r  ltatl'onrl  character.  Thk  pollcy  rould pr.auppo!.  Jointlt-conccptad
dcclaioar by thc gorcrnrcntr.
A pollcy of ualfyin8 thr  lurtruncutrr  on tho otbcr hentl, lcavca roor for  ritlc-
ly  atrcrltng  obJcctlvcs. For cxanplc, tro  countrLcr rlth  afuiler  eets of  nonctuy
po1lcy lnstrunctrtB nay glvc prlcc  rtablllty  or fuIl,  crploylcat  conpletcLt dl.ff.r.!t
pri'orlttcs.  Thc advautagc of rlailer  ccts of lnstruncnt!  ir  that  conperetivc ueclllcat,
and hencc coordinatlonr  of thc nonctary pollcLct  of  thc tro  countrlcr  1!  rrala rerttr.
If  thc lnstluncnts erc not only nadc alliLar  but ello  uacal to thc lrl6c artatt  qurntl-
tatlvcly  (c.g.  by lntroduclng  not onLy thr  ranc tax llrrtcr  but el.ao tha renc trr
ratce)r  tha idcal  pureued la  that  of  thc centrelLzcd unl.trry ltatc.  Haruonlzing tbc
obJectivcs  ead cffectc  of  po1lcy ln  the varlouc rcobcr Statrs or rcgion. rould 6.n6e11Jr
.accn lncoupatlble  rith  auch an approach. Bccaugc of  thc uucgurl dlrtrlbutl.on  of
raaourc!!t  bonogcnclty of  thc Europcan arca in  rrrpect  of thc poltticelly  crart.d
('tartlftclalil)  condltlonr of  cngaglng 1n ccononLc ectlrl,ty  oannot br rcblcv.al et  tbr
aanc tlnc  ea hologrnQity in  rcapect of thc ccoroElc antl rocLel aLtuetLoa.  But r  poliat
dlff.r.htietlng  bctrccn rcglona ncad and lhould not atop et  todryf!  Datloarl  froatlcrr.
Prcraing for  connon obJectlver and rlollarj.ty  of  i.nctruncntr rt  onc anil tbc
senc tir.  rpp.rr!  to bc en alaoct i.opoaalblc  trlkr  not oaly polltlcal.ly  but el.o  fror
the angle of ccononlc  analyrLa. During tbe pcrled of  t!.ancLtlon to  tbc flnel  rtr6o  of
European lntogration,  thcro ghould bc frccdon to conecntratc  on ona of  tha tro
approachcs.  I  pollcy of  connon obJectlvcarwere it  posalblclroulal  ccrtaj.nly tlo loat  to
strengthcn  the gcngc of  connon Europcan ldentlty.  But it  ie  preciacly thc all.lcr.puolca
betteaD thc Europcan  countrLect  yicrr  otr ccononic and cocial  obJrctlTcr tbat  toihy
conBtltut!  an alnost unlurnountebLt  obatacLc to  furthcr  lntcgratlon,  at  1rart  ta  lolg
a!  ther.  is  not thc lnpect of unlfying  forcec of a higbcr ordcr, tn  cxenj.netlon thould
thcrcforc bc nadc of thrther  anoth€r acrioua attclpt  to uar coorallnatLon  anal hrrroli-
zatlon pollcy coultl not conai6t in  unifylng c.rtel!  ccoaollc pollct  Lnrtruncnte. Not
euitablc for  gueh an  attcnp are all  thora laatrurcats  rhl,ch uc  too clorcly  bounil up
rith  conclctc obJcctlvce  of  econonlc  and aocial pollcy;  thia  laolutlcr  thc trx  eyetcl
ard thc pcnalon  lnaurancc systcm.
A not quite unreeLietic itlea roul,d bc to  try  to unJ.fy thc lnstrulcntr  of ro-
netary aDd credit  policy  (lncludj.ng tb.  chalactcr  of  thc rcletlonthLp bctrc.!  brnk,
anal ccntral beukr). I  norc dtfficult  but not cotrplctcly  utopla! proposltlon rould br
to try  to iaducc thc ainc 8o".ra!.ttta  to pr.s€nt thclr  draft  budgcte at  roughly thc
BaEe titrei  to keep thc budgets unlforn,  to egree on a collron functLoaal ltructura  t6r
thc budgcte -  or on jolnt  functtonel proccaalng of olflclel  budgcts -  and to rork  out
a co6Eon ayatcn for  th.  cconoDic r!aca6!c!t  of  thc ilativialual  bualgct itrts.  A dsllcrtc
but uot unrcasoaabLc  idca rouLd b.  to achl.vc grcatcr uniflcrtion  of  thc atrtletlcel
octhoda of oalculatlag flgurca cuch ag thc prlc.  fadlcca and thc national product.  All
thiE roulal and ghoulcl not LnprJ.nge upon thc cxletlag  rutoaony of natloael polloic.
rh1l.o throrlnt  nort ll"ght on thc altuatlon  and tbvclolrn.nts  1n thc lnatlvialurl coutrtrlcr.
coordluatLon of  econollc poli.cy lrcerurc! -  rhcrcvcr and rhcncvcr thc rceolvc la thcrc - rould bc conaldcrably  facllitatcil  anal lts  cffcctg  cacl.rr to aasccr.
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Should thcac nodcrt otforta  ln  thc forccourt of coordlnetlol  propcr feil  ln
thc 6anc ray u  illd  tbc rtt.rptr  to hrrroDi!.  obJ.ctiycar th.tt  th.  atretcgy of  ooor-
dlnetlon and heuoatrzetion  sboulil onc. eld tor  rll  bc rcgarihd  a! rbortiv.  rnd d.rd
anal I  rcr  ltrrtrgt  rould Lavc to ba fouJral.
fhc aot vcry lerourebk  eaacrclrat that luet  bc lrdr  ol  thc prorprcts for  1n-
tcgratlon pollcy  undcr thc Ieracrplen haa neilc lt  rxpcdLcnt to look for  epproechcr  to
lntcglatlo!  tltlab  roul.al lutf.r  loac troa tbc iliilcrna propcr of thc lcracrFlanr  rhlch ia
to prrlupporc an rctlvc  g.n.rrl  poUtlerl  rlll  to uultg roil not to focu.e attentlon on it
cxprcea.ly  aail not to eoccpt lt  lu  itc  laplicatlona.  Ercepa fron thLr alLl.nnr rey b. i,!
tro  dlrcctlolg.  There are two possible  solutions to this  dilemrna.
0n. Dcrnr flndlng  cffcctl.vc lntcglation  tcalurc!  bcllcrod to hJ.n6c aa littb
ar poralblc on thc govcrn!.nt.r  ectiv.  gcncral polltlcel  r11l  to unlt.  Thls l!  th.  all-
rectlon of  thc trco8non funrla pollcyrr aail of thc novce to  rpoeil up rrronatart lnta-
gratlonrr -  thcrs nGcallut  rcllcvcil  by trcooaoric J.ntcgretl,onrr -  etril alpcctr1lt  of  tha
Lntrorluctl,on in  Europc of  a. collol  panllal  currancJr. Both ecbclcg, holcvcr, al.a.ryr
thc intcgratl,o!  Irb.I  only rhcrc thrt  lnvolv.  norc tbau dlrgufucil cleina of  th.
putn.r.oourtrler  o!  cach othcr,  rlthout  any roadlacc! o! th.  part of  thc bearflclarlce
to aalvancc on tbc roral to Europcei unlficrtlon.
a)@
Thc .ltabll.hncnt  of  Eu:ropoen  tundp rlth  Connunlty tarke (c.6.  tonrtrrt  turalr
rcglonel fuad, rtructural.fundt  .ocirl.  fund) could Xn principlc  hevc tto  politlt.
cffrct!  on lltc8rrtlott!
1) in provtillng  erllrtrncc  prolpt.al by rollilarltyr  thc funib hclp to  r.noYcr i!  thc
a.Eb6r countrl,cc. cxiatln6  aourcar of  roololl,c rad .oclrl  illrruptlol  ead unilcrlreblc
trcnila rhlch upcct tbc n.callery  cqullibriun  ln  Europc rnal prcycDt tb.  cou[tri.r  lrol
colplytng rl.tb  couon Europcen raqulrencnta and rulcr  (tbc rcgl,oael Proolem r 1a
Soutbcrn Italy  is  onc crelple)i
2)irithin  thc francrork cct,  thc funile rrc  adnirirtcroil  by Europcrn Cortrunitt lnatltu-
tion!  and th.rcforc  diroctly  pur.u. Europcrn  po11cy  end trkc  d.cl.loDr  fron e Eu"op.rn
point of vL.r.  fh.  l.!!  thc atetre lntrrfcrc  ln  thc currGnt bu.inc!!  of  thc fultah rlal
th.  ro!.  th.y  !..  thclr  intcrratc  ilfc6uerdcit by th.  rtrtut.!  laial alor! for  th.!r  thr
norc thccc fuDdr conltl.tutc  Europcan lnstLtution.  takh6  thcir  otn rctiottr  and ac auch
hclp ahepc thc crnsc of Europcea ldrntlty.
.  But thc illlcnan of  thclc  funde 1r that  thclr  practicrl  offcctLvcarrc llal  thcir
roon fo!  nano.uyr. 1111 bc la  inv.r!.  proportlon  to thclr. qo-lltlceI  lndcpcndcncc. If
tbc. ionetary fund tc  rsrltr.d  ri.dc-rrngln8 tasld/rtf'r1"t%fAil"1"r,""ge  policylanti if  the
rcglonel luld  la  to Lnltletc  enrMneace  conprchcnsivc tlcvcloplalt  pro8rrualr  tha!
tho atrong laflucncc oD cconoaLc  policy  rnjoycd by thcrc funda rnil th.  lug.  fltenclal
ncoilg to bc r.t  frou netlotrrl.  r.lourcca  1111 herdly rakc Lt  pocribl.e for  thc ltatG!  to
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lrfraia  frou cxcrtlnt  pollttcel  lnllucncc  on thcl.  fhr  ahcklon!  on hor to relro  end
urc th.  lctouro.t  of  hrga  funila 11.11 ccrtalaLt  put th.  ruolvo  to  furthcr  thc Euro-
pcan Connualty to thc tcct  end riIl  rhor up tbc ilisolepanoics ln  tbr  rlcrr  tekrn of
thc obJcctlvca. It  11.11 not b.  porrLblc thcn to ildcpollticLr.rt  th.1!t.trrtlo!  offortr.
Should thc rtetc!  atll1  bc r11!.1n6 to pay lrrgc  run! l"nto r.glonr!.,  rtructure:,,  roctrl
and othcr fund! that took polltical.ly  indcpcnalcnt ectlottr  bccrugc thcy hopoit that  tha
bchnca of givc end takc rouLtl bc ln  thaLr favour, or bccauec,in  rlolng rortbcy rirhrd
to buy thcuclv.t  out of norc dlcagrcrablc politi.ceL obllgattollr  th.rr  roulat bc th.
thr.rt  of a paradox of thc conronfunds po1.icy..lbc norc auccraafully  thccc fundc
rorked in  their  spccial ficlda  (for  inetancc rcgional al.vrloplctrt or balancc of
pa]rrcnt! adJuetlcnt), thc nore they would bo likely  to rcllcvc  thc aatlonel !trt..  of
thcir  [o8t  prccslng ccononic torllcr  (rith  thctr  eovcrclgnty laft  lntect),  rrduc!.a3
thc Decd for  thcr to rcly  on hclp pronptcd by ConnunLty  roJ-Ldarlty  ead glvlng th6
lGrs inccntlvc to lur!.nalcr thcLr covercignty.
Thc rrlraril  conlaquoncr  1g that it  rlocc not trttrnhctbcr  tbc corroa fultlr
arc al'Iorcd to opcratr ln  a Iilcpollticlzcdrt  llnn.r  or rroti  for  in  .ithcr  cear thoy
ri11  fal1  to fulfil  thcir  truo tack. fn on! calc thcy rlLL  hclp tb  coaaoll.detr thr
exlatcncc of thc natlonaL atatcc ln.t.e(l  of ovcrcouiag lt,8nd  ln  tbc otbrr  tbcy rlll
foundcr oa thc cauc dlffrculticc  on rhioh th.  rtretagy  of  thc fcrncrplea foundcrr.
Auy nunbcr of  fuada rtl-1 not brlng forth  a ual.tcd Europ.. Horcycr, eerulin6 r  oorprr-
bcnsivo golcral  polltlcrl  1111 to unLtr furd!  could bc .rtra!.It  ua.ful  tool.r.
b) 9rlariar,  forreril  ronciary lutcrratlon
l'lclbcr couatrLcar chort-t.ro  .conollc poLlcl.!  rnil grorth pollclca  hrva !o
far  provcil inpoasiblc  to cooralllrto cffcctLvcly.  lhc  ordor of  prlonJ.ty for  tbc ve-
rlour  rLl!  of  ccoaonl-c policy -  crprclelly  prlc.  ltabillty  rnil full  crployt.lt  -  vl-
rlcr  too aharply fron onc couatrt to atrothcr. This lreaa tbat  tbc ccntrrl  rlilcat  of
rhat la  bclng rctcn.al  to rr  n.cononic unLonrr 1g not crprbl.  of  fuactLonlng. But thle
la  by ao nce,na thc only obltaclo;  lf  r  conprollac ;crG ltruck  ovar tha obJactlvaa  for
ghort-tern .cononic poIlcy,  thcrc roukl coon bc cqurlly  r!.dc illrclcpencl,rt  batraal
the vicre on hor to attrln  thcac obJrctlvca. Rcgulattvc rnd proc.alural pollcy  ir  ryo
a nattcr  ln  dlrputc.
Ia thll  erkrerd altuetlon  tbc hopc hed bccn that  rrroactary unionr rould brya
a bctter  chancc of neklng progr.rr  than rrcconontc unloar. Ihic  hopc irpllca  thc bc-
l-1ef that lt  rould bc pocclblc  f,ot trlonetart int.tretlonrr  to bc t.lporerltt  cut looar
fron rtccononlc lntc8retlonrr togcthcr rith  ltg  coordlnatl,oa and hrnoDitatJ,oa roquLrr-
ocnte lhlcb  havc eo far  provcd lnpoeelblc to rcct.  laothcr  fector  ergulag for  bring-
1ng forrard ronetuJz llt.gretlon  1g that  thG instrunaatr of roactary  porlcy erc
cellcr  to heuillc tcchnlcelly  thrn thorc of rial.-relgiag  ircconoal.c  policyrr. Laatly,  thr
'Eers.!c.  ln  rcccnt ycere of e ttct rccotrlitlon  of tha kay rolc  of  noncy elro  halpa to
foltcr  co!fld.!c.  thrt  poUtlcr]ly  rld  tcchnleelly uacorplloatril rtroactery {ato6retlenn
roultl not only facllltatl  ,ccononl.o lntctretlonrr  but rould vLrturlly  brlag euch
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lntcgratlon  ln  ita  rakc, or roultl at loast  lcad to  thc cctabLicbncnt  1n Europc of  a
cGltral' rrnonctary authorLty; thlch  rould bc a porerful  focal polrt  fot. aL1 furtbGr
integretlon proc.ar.r.  FuJ.ly 1n lltrc  rlth  thlt  thlnkln8 i!  th6 convictlon thet  tb6
introtluctlon  of I  ner connon Europcra  currcncy tould givc e particulerly  .f!.ctl.vc
lnp.tu!  to auch e dcvcloplcnt. Tbtc ia  thc rationalc  of  claLaing prLorlty  for  thc
proofdurc of  trEon.tary lntcSratlounl  lcavlng out of  account for  a rorcnt  that in  the
politlcal  tug-sf-!a1  oYcr thl!  mttctr  irolatod  uatl.onal i[t.reat!  erc alco at  rork.
Herc too an attoapt ic  bclng le<lc totrdcpol-l.ticlzcrr  intcgratlon  as far  ee poralblo,
thlch rce!!  dod8lng tbc ccntral. L!Bu. of  tho Etrropcel CoruunLty, thc rlc8rcc of  thc
rcadh.l8  to go for  gcncrel polltLcel  iatcgratlou.  Tbet thir  attclpt  too i.  bould to
falI  1!  obvloua,  lorc  obvloue ttlll  thea ln  thc caac ol  tbc connoa fundr po1l,cy.
ThG Y.ry ialce uDd*lying  tble  ltretc6lr  lc  odd cnough. l{onctery pollcy  ie  el
lntcgral  part of  ecolonic pollcy  ln  thc broad acnao. th.  curarcJr of e couatry cra
ccrtailly  not bc lanLpulatctl ln  lsolatlon  fron thc othcr cconolic pollcy proc.!!.r.
Thig ls  pertlcularly  truc  lf  lonctary po1Lcy ls  takcn to naen rrcxtcrtel  nonctary po-
Ilcyt'r  thrt  1a nonctary and crcrllt  poll,cy at horne ir  dcelcd to bclong to  ccononlc
policy  rrchclveal  for  thc tllc  bcl.ng[.
Hoplng for  thia  aurgictl  rcparatl,on  to  suacaad bccorc! evGn rorc  qucatioarblc
rhcn at  tha srDc tiEG lt  ia  forccut  that  at a latcr  !ta6a of  alcrrlopoeitr tnoactrry
integratioarr  ril1  cvcnturlly  cntalI  rrccononl-c intcgratlonl,  or cyen brhg  lt  about by
forcc.  ft  rould appaar that  thesc tro  thca.a arc incolpatlblc.
Addcd to thia  thcrc ia  the lttan6i  vlct  tekcn of politicientr  paychologt. If
netloaal 8ot.r!t!a!ta  arc not prcparcalr in  thc foracccablc futu'.,  to ooorillnNtc  tb.
Gconoolc  policica  of  thcLr countrlca, hor tban rhoukl th.Jr bc ready to laltlatc  a dc-
vclopncat thlch  ln  tro  yrarat  tlna  toulal forcc thcn into  thls  vcry coordlnetlon?  Olc
canaot uk  govcrlncttt! to puIl  tbc rool  ovcr thcir  ortt c]rcs.
Ibc pleu for  iaohtcd  ilnonetary iatagratl,ontt 1111 bc bf  llttlc  ucc to Europcra
unLficatLon, thlLc'hrtldled  bailly,lt  cen bc harnful to aeny Europcalla.  Tble le  prrtl-
cularly  truc of  the ldet  of a ner Europcen currcnctr/. Ihat  one ig  to  thiak of lt  d.-
penals cntircJ-y on Lta practical  shap.. Tbcrc arc propoaala for  ruch a currcncy  rhJ.ch
Sive lt  llttlc  lf  any chanoc of  rcalty  bclag tradcd throughout Europc but rhloh rakc
lt  the lourc.  of e torrcat  of  edditlonel lnfl-atloaionary llquidlty  aail coafcr upon lt
thc doubtful uerit  of  flnrtcllt  thc Europcan  Cornuattyra budgct rtril rl1  Europcea
fundo through thc atraight  creation of toaey.
rrMonctary  lntcgretlontr and rrcconolic lnta6ratlonrr ruat eaka prre1la1 progrcaa.
Although thlr  dccieLon by thc Parle Surnl.t Confcrcncc ls  e[on6 othcr tbllgr  a politi-
ca1 conpronllar i-t ir  not Juat a po1ltJ.oel  conprool.rc but a eoacluclon drtra  fron thc
lnterdcpcnilclca of ccoDonlc ayatcnr anil procesecr. HoncterJr poltcy provlalcr  no
occas{on  for  ilcpoJ.ltlcizing th.  intcgratLon  cfforta.
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c) Pollticel  ulloa  -  ultirrta  rorl  or thc nrxt  !t.p?
Ittoptc  to nducc Europcen intagratlon  po11cy to tisbrlcrl  rn.,nt.!.nta
6lotalag ovcr ihr  berlc polltloel  dlvcr6cncicr b.tr.a!  tho ooultrlct  rrc  iloorotl to
frllura.  ft  brt  baoolc rvldcnt  thet  rrthc toonolyn ilorr  not,  l!  rl!  onca balLar.dr
proalucc n.chrnll!!  outrlilc  thc rcaln of polltica,  .rhLill nekc for  autolatl.s pro6r.!!
{n latcgretloa  rnd avanturlly crcatrr  ar e ahrar llparetlva  of rce,ton eld colrol  Ll-
tcr.ltr  thc aracral polltlcrl  11.11 to uultc.
Tbc ray out of  th.  alLlcrlr  of  toileyr!  ltt.grrtion  pollct  rhould br routht  ttr
rnothar tllrcctlon:  protrc!!  !,n grncrel potltlcel  unficietl.on rurt  trot bc rcgerdrd tr
a 1a!t r.Eot.  6oeJ. but lurt  bc vl..r!d  er th.  etcp to br trkrn  loxt.  thcrc  11.11 havo
to bc r  8a!.rr1  rtelisatl,on  that,  Lu thc procara of Europcea uriflcrtloD!  rcoaorLo'
pol1cy hal by tto !.ens eltry!  rnil nccllsarlly  a oleir  to prirrcy  ead thet  lt  Lr not
cconoolc  pollct  rlonr  thet  rult  b. hrld  rceponalbl.  for  tb.  rtralrtlon  la  uaiflcttj,oa.
Irr ccrtrln  hletorlcel  altuetJ.our,  for  hrtenca,  extornrl  enil ihfruor  pollolr rl1'l  bo
abl.  to .x.rt  !tro!8cr  lntcgretlng  rffccte  thea rcononic policy.  lut  th.  rrel  crur of
thc lattcr  1g that Europ! lust  tekc thc ruppoecil lert  rtcp  bclorc thc ruppord  flrat.
ft  ic  nccclaary  to ela illrcctly  al  a coiro!  Europcan J.cgJ.elaturc rnd rrocutl.vc. !hl.r
rill  ccltelnly  not bc achLcrctl  lnnctllatcly.  But thc thlakJ.n6  rtrd rctl.otr of polltlolur
r11I bc focur.d on thc rcal  crntre  of cvcntr rhlch ln  lnlr cr.c  coatrola rll  nJor  da-
t.Ioptrrtrt!  ln  lnillvj.duel fltlda.  lhis  1111 bc thc prrtitrt  of  thc reyr.  Shou).d 1t  bc-
cocs .YLd.nt that  thar.  tr.!  !o proepcct  for  gcncral poJ.l.tloe]  latrgretl.oa of  thlr
khilt  thcn !t  rou1d bc c.rtain  that  th.r.  n!  !o  pro.p.ot  for  roonorlc  ead ron.tar:t
unl.ott cl-thcr. A kcy .1.!.!t  of  6cncral poIltlcel  ualfl-cet!.ol roulal b. uaiflotl  rxtuarl
aad tlcfcncc pollcy.  oivcn thc rorld  pollticrl  lltuatlon,  thLr ia  rn llprretlvr  of
!hi.r  raalolt  j,f, thcrc cvcr rr!  onc. lt  r11 ti!r!,  d.t.noi  r6rcclcntr  havc b..a  tbr
aogt obvlour and natural llnks  brtrccn rtatar.  Antl auch dcfancc egtrcucntr havc r1-
raye lnvolvcd obligatlon!  end rcducad tba pertirar  or!  rool  for  lrnocuvr..  thle  het
bccn aco.ptGd and touldt  oa e b16bcr l.ro1,  hava to b.  roacptcd  by thc Europoen  rtette
a! rr1l.  ft  !acn! abluril,  not only fron aa axtcrnel pollticel  but rlsor  enrl crpooi,el-
ly  ao' fron an coononic point of vicr  that  follorLng  thc fr{lurc  to ect up th.  flrlt
Europcan  dcfcncc connunlty ro Ecr rnd acrloug attrnpt  lhoulal hrv.  b.cn naclc ia  thlr
fl.lal.  If  thc lcnbcr Stetc!  ia  tbo Europc of thc ccvcntiar arc uaeblc to rtr..  on
lntcgratln6  thclr  dcfcncc, hor auch uorc hprobablc 1!  th.n  e g.nuin.  cconollc eail ro-
nctary unloa.
Thc picturc  of e polltlcelly  ualtcd Europc ehould bc k.pt  frcc  frot  o.rtaltt
ropulalvc foeturca. Unltcd Europc rhould aot bc r  c.atnll!.d  utrltuy  etetr  la  rhlcb
thc prttcrn  ol  ocononlc, .oclel  end cultural  policy  1r thr  luc  frol  gerburt to Pr-
Icrno.  Thc polltlcrl  orgrnlletloa  o! Europc roulal ccrtrllly  aot havr to  bo 3uLdod
by tbo !od.l.!  of  thc Dlnct.cnth crntury.  Toiteyrr nrtlonrl  ltlt.r  rLll  pr.rurrbly  d.f.aal
thclr  lovcclgnty  tho norc vlgoroully  th.  norc unrirtrkably  thcy ero rciluccd to ron
edainlrtratlv.  dlrtrict!  of t  rupcr-ltetc  that  hee ell  tbc fcrturca  of e treill.tloael
crntrelizril  uritery  etetcr  lncludlnt  lrllltcttcc  o! uaiforl  enrltaraat.  for  ell  rr-
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glona, tltc. intolcrance ehorn. by laJorlticl  vl.r-i-vi;  rLaoritiec  !.cking  to proecrvc
thcir  ceperatc  idcntity,  prcfcrcntlal  trortr.lt  of trrctropoll.lcrrr rnd dlecrinlnatlon
agelnrt thc ilprovinccg[.. Europcr! polltlcel  ecLentLrta  end epccialiata  of public  1at
arc callcil  upor io  d5rr up ncr fornr  of po1ltlcel  organizatlon rhlch ucot th.  unlqu.
lcqulrcilants of Eulopcrn lntc6ratlon  end hcncc glvc tha ccntral  authority  thc. porcra
to purrui a unifylag rnd co[ounltt-lhepht  policy  rhilc  lceving clough roon for  the
lpcciel  fcaturcc plopla  atlll.  chcrlgh so that they do not hsve the feeling of being
annrrad.
Ooiug illrcctly  for  a Europcea goy.raD.nt or arhltting  that  lnt.grrtLon  is  1!-
porBlble to achleY. -  ig  thic  not rn latt trtlolr  to confirn  opcnly thc failurc  of in-
tcgratlon policy antl to rbrndo! th.  1al.r of r  ulLt.al Europc?  ShouLl polJ.tLcal unloa
turn out to bc a utoplen lil.r  for  pr.lr[t-alry  Europc, lt  roulal lnal.cal bG brtt.r  to re-
turn to a polLcy of good cni.gbbourly rclatLonr and aound alltanccr  rld  r.lt  for  bottcr
ti'c!  fo!  Europc yot,  lrp11clt1y,  rorac lirca  for  thr  Europcan  rtatcr.
But lt  rould rccrn tbat  prccllcIy  todey polltlcrl.  union for  Europr ia  lcas of
a utoPlrn ldor  tben lt  r.s  ln  peat JrGrr!. AftGr tb.  .!d  of  thc rccoail lorld  Uer thr
novclant to crceto e uaitcd Europr rrr  a.acntieL1t  trp.lloat  by tro  rotl,vra.  trtrlt,
tharc rec the need to l1nk tho Europrel .ttt.D  1a e ryetcr  of lutuel  al.p.ldcncr rhlch
rould nake ner serlou8 confll,cta  .lrpoealbh  lron  thc outact. Sccondly, tcare of e 11-
litary  thrcat  fron thc Eeat caurcd tbc Europcan ltatc!  to drar cloacr tog.thcr.  Both
notlvaa for  unificatl.on la  Europc loet  thcir  pollticel  forco ln  thc 1!!oa ancl 195oc.
Ic!t.!n  Europc inJoycil a pcrlod of llEost  ulalllturb.d  crla  go that  thc at.laltallng  Job
of reldlng thc Europcan atated lnto  e ryrt.!  of attuel  alepcnal.nc.  tlld aot !.cn  rolth
thc cffort.  Thc frc).lng of  bcing tbrcatcncd froa thc Eeet dLnlalshcal  ar thr  pollcy of
d6tentc ra!  Dakint progrer!.
In  197) o lituatlon  hec erigcn thich  aSrLn farour!  iatcgratlon  and 1t  curlouc-
Iy  rclatod  to that  imncdlttcly  altcr  thc !.conal forld  Ser. Europc agaln  hra the
f.c11n6 of b.1ng put undcr prcssurQ frou th.  out!Ld.,  by e rorlil  por.r!  but thlr  ti6.
by thc US.A. Both tbe ccononlc chellcngc end tha uncrtalaty  rulroundl.lg  thc Unltod
Statccr future ELlltray  pr.!cnc.  on tb.  contlncat nakc tho politicrl  sltuatLon  lD
Europc appcar ln  a ncr light.  fhc ooolcr clinatc  in  traaaethntl-c  relatLona haa
changcd thc thlnklng of Europcr! polltlclanc.  Dissociation  bctrcen thc IfSl ud  lcltcrn
Europc rea apccdcd  by Franch policy.  And thc German govcrnncatrs Ostpolitlk  ha. glvrn
th.  partn.r!  in  ths Europcu Coo[ualty th.  irprcrslo!  -  horer.r  unJnrtlflcil  -  that
tbc Fcdcral Rcpubllc aoulil be t.tptcal  to  looecn itr  Glorc linka  rith  r..trr!  Europc Ln
favout of e ulddlo poaition b.ttc.n  Eart ead f.rt.  Th. thr.et  of  tbi6  unrclcono ilc-
vc).opracnt for  lcltern  Europc could bc prccludctl by apccill.ag up pclltlcel  union of  the
stateE ln  thc Europoan ocnuunltyr
!h.  atral.ns thlch  brvc thuc dcrclopcd in  Europcrc rclatLoasblp  rith  both logt
and East erc a po11tlcal tot.lty.  lhcy rnooth thc rey for  ganeral polltlcrJ.  itt.gra-
tion  in Europo. Ihcac atralu  arc t  lourcc of  conccrn to nany Europcan pol1tLc1ene,
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but mrovlag th.!  Ir  aot l!  th. llt.!..t  of hropru  tllflo.tlo!.  lbir  lr  ba?Na. tt
1r only u!d.r tbo pr..ru!.  of rtrlilr  lad ulrt.tr  of crlmr rfrl tlltrtr  tlrt  thf
Duroprea netlenrl rtqt..r  oppprltlo! ohrlt. or|r !l  ollllllro  lhl|  }|tlt  mq rr7 pcllr
tlcrl  rnd cooaoo{o ooaloltdttloa 1l trurogr rfra.  ftrf!0tbrdl!  enrl prrprtnrttU fhr
retlonel ftrtar.  lhc luropcen .trt.r  11"11 rltbcr  obool. qgloPaa! lllol  r.  tfl  lrllrr
or11 or tt  rtll  br loag Ln coll,ag.
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Monetarv integration  rithout  cconon.ic,inte8ratlon -  an opportunlty  for  uniflcatlon  in
EuroDe?
1. Introductlon
In the finel  6ta6e of  economi"c and nonetary unlon there yi11 be a unLforn eco-
nomlc poJ.icy iu  the broacl sensd, the ta6k of  rhi.ch ril1  be to coorilLnate the require-
mentB of so-called rrecononic unLon[ rith  thoee of  rrnonetary unionr!. Unless the alloca-
tlon  of reEponsibilitiee  is  uasuitable, thie  coordlnatlon ri11  raise no problene other
than those cuBtonary  in  a federal Bet-up.
But the problen at  the nonent is  not the Comnunity's organizatl.ou ln  the final
state.  The diecuseion is  about the integratlon  Etrategy fo!  the perlod of tran8ltlon,
l.e.  for  the lext  fer  yea.rs. Here, oplnione  diverge. One side argues that nonetary in-
tegrrtlon  should, at  l-eaet rherc proceilure ra6 concerned,, be Siven priority  because
thie  field  offered better  prospects of  progreee,  aa re6 borne out blr developnents. The
extleneLy  laborioue ll€agures  to  estabLish  so-ca116d ttecononic uniontt (coanon ghort-
telm econonic policy,  grorth policy,  incones policy,  social policy,  conpctitlon poll-
cy,  etc.)  rerc,  for  the tioe  being, urgent only because  progrees on the road to  eo-
called oonetary union had to be supported.  Anothcr 6ide takeB the vier  that  isol.ated
monetary integration  Ls not practicable;  rhere inplenented  it  rould ilo oore econonic
harn than good. Progreae on the road to  trccononlc unlonrt roukl have to corne first.
This progress, houevclr  rould have to  be aur:portod  by connon neaeurea of monetary po-
1icy.  Only subetantial plo8res6  tosard6  economic  unlon rould create the conditions
essential to  true nonetary unl,on.
In truth  the gap betrcen the tro  points of vicr  ia  not very side if  the call
for  Eutual  support  ie  taken eeriously. For then the tro  viers  converge quite
l-artely lnto  rhat i6  the real  econonic and political  aubstance of  going for
parallelisn:  into  ell integraterl integratloa  policy,  rhich  the Parie connunlqu6 re-
felred  to -  aalnittedly  in  quJ,te general tcrn6 -  rhen it  laid  down thettprinciple  of
parallel  pro8reEs ln  the different  fielda  of the ccononic ancl nonetary unionrr. Thls
principJ.e  certeinly  has Eone features  of a political  conpronise.  It  nake6 po1!.tica1
businasa  eaeLeto Although an intetrateal lnteSration policy  nay be more difficul-t  to
devisc, the Eore thiDgs there are for  the nutual give and take, the casl-er rill  it  bc
to atrikc  a balance betreen the interesta  of  the etates.
But the prlncipl-e  of  para11c1 progre6s has nuch nore serious implicatlons
stillr  for  lt  ilrars tbe conclualole  fron the lntlieputable  interdependence  of  syatene
and procease6 ln  the econenic Bphere.
As things atandr hoteverr  even a coneistently applied policy of parallel  pro-
gress cannot renore the obetacles shlch eo obviouely etand in  the ray of an integra-
tion  policy  conflned to  the econonic  and nonetary field.  The poJ-icy of parallel  pro-
Sre6a nu6t be lnte8rated lnto  the proceas of  general- politlcal  unification  (ace the
6ection abover i.ntegratlon  poJ.icy today -  alternatlve6  to the Wernerplan).
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2. that  docr ronrtary tnt.*retlo!  !.e!?
ff  aonctary u!lo!  ir  !.in  e! tbc atetc of full  ton.tar;r latc6retlon,  ltg  leh
fcaturcs lro:
r)  iD tho fhlit  ot.rt.rnrl  uonctary policy  (tron  thcviernor3f tho natloael ttetr),  e
connon cur.ncy  unlt  or at  l.r.t  flx.d  anil lmnutablc  cxchelgo retcc bctrrrn  latlolrf
currcncLca, rlth  a fluctuatlon  rargin  of  rrro;  r  unllorn  crchuta  ret.  polloy toreral.
non-ranb.r couatrior,  lookotl after  by e Cornuaity ilatltutloll  couplctcly frlc  rovr-
nsnt of  capitel  laclda thc unlon end, ahoulil thc natlonel currcaoicr br rctelncil,  full
convcrtlbillty  bctrccn thc aatloael currs!,clcri  antl
b) 1!  thc ficld  of intcrnel  nonctary pollcyi  r  conion .t!t.l  of oontrel brnkr lnd r
comon oonctery ruil crctllt  pollcy  rhLah nrcil lrot nco...lrl).y  Lnvolvo urj.ton  aolutlplr
th!oughout.
Movcs to conc cloac to thla  tlaal  !tet.  could bc rtutGd  ln  thc hrcdletr  fu-
turc or aro alrraily  urdar rry.  fhccc lnclualc:
a) la  th.  fi.c1d of  axtarnel non.tary  poIlcy,  r  conccrtcd baleacr of peyrcatt ead rr-
changc ratc  po11cy of thc Connualty countricr tn  thcir  rclatlonr  rLth crth  otbcr eail
rith  aoa-ncnlar  countrl.aS porrlbly  thc lntroductlon of r  perellcl  cuuoaoy for
Europcl. thc dcvclopl.nt of a !lr!t.[  of mclprocal  noactrry  rupport eaotrg tb.  Conualty
countrlcr;  thc cltrblirbncnt  of l  co![on nonctary fund rtth  lottatuJr r.r.rvat  of  1ta
or!;  progr.reivc 1lbcr1lzatlon of capltel  rovcrcnt;  and
b) la  thc flcld  of  Lntorlrl  lonetary pollcy,  unLflcatl.on of  thr  ltt.trn!.[t.  of ron.-
tery and crodit  po1lcy eail of  thc relatLonrhlp b.trc.a  tb.  belklat  scctor aad thc
c.ntrel  bank; eoordtnatlon  of nonctary enil orciltt  poll.cy, ltrltltutlonrll!.d  l.tr th.
ConoLttcc  of Ccatral Bank Oovrrnora  and thc Europcen ilonctrry Fuail.
l,lonctary  aDd c!.illt  pollcy  ls  en ltportrtrt  .l.!.trt  of rbort-tcrl  rconoai.o po-
1icy.  In th.  fiael  enal.yals lt  1a thcrcforG no lccg allffl.cult  to coordltrat. tbra  th.
othcr elcilcnta of rhort-trrli  Gconontc  po11,cy. lhl!  1!  onq of  thc rceeona rhy thr  plo-
polal at  thc flret  hae been matlc that nonetary lntcgratioa  rbould bc confl,ncd  to  tbc
f16l-al of cxtcrnal Donctary  pollcy.  Hrrc onc hopce for  caalcr progrcrlo lhla  1t e rh-
lualon,  for  aonctary lntcgratLon pollcy ic  indivlclblc.  Expcricuc. -  both pe*rail  prc-
eent -  ahora thatt  ilcapLtc all  rcctrictiong  oa cepi.trl  !ov.re[t.,  thc capltel  eo-
counts alc t!!c  and egaln thc lourcr  of dcllcetc  balanco of payrcnta problcrr  rbloh r1-
lo  cxert pr.lrurr  to altcr  cxchant. ratca.  [hlr  it  thc rcrultrnot  only of  alact]-
rootcd cepltel  .xport .!al loport  habl.t.rbut  elro  of ehort-tcra  illffcrcnccr  ln  ylcldr
bctrcen thc nett,onal cepitel  urrkcta,  rbich l,n thclr  turn ora ruch, to r.laurca  by tht
lndcp.nalcntly  ectlng natLonal ocntlal  bank!. llth  crpttrl  rov.ncnts  ln  thc Comualty
boing progreroivclJr  llbcral1zcd,  inconperably  lergcr  crpttrl  florr  roulil !o  doubt bc
gct Ln notlon lf  thc nrtlonel  ccntral  bankr, for  r.lronr  of rhort-torl  ccoaorl,o or be-
lancc of patr.ntt  pollcy,  took rllful  [ealurca and changcd  thc ylcld  ltructura  ln
Europe ln  thclr  fa"our.  In thc countrlca effcctcd  thle  rould glvc rlac  to brlanc.  of
payncntc dlacquiIlbrla  rhlch loulal provialc a couplctrly  unJultlflcd  Laduocrcat to  ed-
L3zn-l
juet  thc cxchange ratc  or rould nake it  nec.sgary to undo liberalizatlon  of  the capl-
tal  narkct.  The Europcan nonetary  fund roul{  sce itscl-f  facecl with unrcaeonable  clc-
nancla and be discreditcd.111  thlE tould run countcr to  the cfforts  to  cetablieh  no-
netary unlon. fn addltlon'  the lhort-term  ccononlc policy  of  the countries affccted
would also bc undcrnlncdr  rhic{r roul,d nake the lnternel  inconsietcncice of  auch en
integratlon  policy  stL11 morc {bvioue. Unfortunatelyrit  is  quite irnprobable  that  thc
prospect of  such conaequ.nceE  *ouldrby iteelfrdeter  the natlonaL ccntral  banks fron
pursuing thcir  orn rilful  policy.  Thc tcndcncy 1111 rather be for  the etatea to  kcep
invoking apecial eituations  and aeeklng ahort-tern attvantagee.  To bc eurc, therc
wouLd bc on. mcana of rcducl-ng  thcae dangcr6,  thou8h it  rould inlrolve other dis-
advantagcs: the lntroductlon of  flexiblc  cxchange  ratca sithin  thc Cornnrunity  aa rcll.
But thie  aolution 16 inconpatible  rith  the prcvalling  vler  of the aal.quate lntegratlol
proc6s6  r
If  therc are to  be fixcd  cxchange ratc6 rhich require adjustncnt aB Ee1dom aa
poeslb!-e andrif  fluctuation  narglne are to  be narror,  thcn rnonctary anil crcdlt  policy
nu6t be includcd ln  thc integration  proccss that  ls  to lead to nonetary union, ft
would not makc scnse to ignore it  deltberately.
A first  stcp ]-eading  to coordination  could be to untfy the instrunente of
nonetary and credlt  policy  enal thc rorking of  euch policy.  At the nomcnt the varioua
in6trunents are uscd ln  ridely  diffcrent  neasure in  the varjous countrlcs  and play
quite different  rolcs  in  the rorking of monetary po1j.cy. Differencce in  the bankl,nq
structure are a further  conplication.  It  is  therefore very difficrrlt  tc  make a cornpa-
rative  assessment  of the force and expected effects  of ncasures of  nonetary and creilit
poficy ln  the indivldual  countrl.ea. In the circunstancesr national honetary anal crealit
poJ-icy tould be lrapoesibJ.e to  coordirate continuousl-y even where the polt+.ical will
existed. A ninimunr of  conmon policy  roul-d consist in  creating more transparcncy herc.
This transparency shouLd also incLude the channeL6 through rhich the public authori-
ties  recelve centlal  bank credit.
Thi.3 totlld  not affect  .xisting  national autonony in  the field  of  monetary
policy.  By contraet  to the Bituatlon for  budgetary pollcy,  in  the field  of nonctary
and crcdit  poli.cy therc already is  a Comnunity body rhich works and could increasingly
take joint  decieions:  the Connlttoc of Central  Bank Governo:.s. Thie Connittcc could be
assisted by a sacretarlat  attached  tc  thc European  Monetary Fundi rhich roulcl handlc
routlne work indenendently. The Connittee of Central  Bank Governors coul-d develop into
the cnbryo of a conmon system of  central banks. Great atrcas must be lald  on the neeal
for  this  European  gystem of central  banks to  be allowecl the highest poasLble  ilegree of
inilependence of the governnents  and of a future Eulopean exccutive.
l.  I{or ,far does the Eutononv of  rnonetqry policy  Fo?
If'  ae some sug8eati monetary integration  is  to  be gi.ven priority  over econo-
nlc integration  at  lcaet  rh€re brocldure ia  concerncdr it  i6  necessary to  exanlne
bcforehand:
r11E.I
(l)  rtrcthcr nonetary pollcy  ig  autoaonous ln  that  lt  can lailocrt tunction rlthout  frcd-
back to  ccoaoral,c pollcyi  end (11) rhcther,  il  lt  cen bc puraucil Ln leolatloa,  Lt  doce
not hev. auch acrloue anrl dangcrou! llpllcetlona  for  ccononlc poucy thet  it  luct  aot
be puroucd ia  1ao1atl.on.  Unfortuaetcly  it  nuet bc gald that  lt  orntot  bc prectfuod ln
lcolatlon,  anil if  lt  coukl, it  ahoulil aot.
fhcrc Lc gcncral e,grccocntr end thc polnt aloor aot rcqulrc  rllacuaa!,o1, that  1t
rill  bc hporsiblc  lD thc forcacceble  futun  for  cxchangc  retcr  1n Europc to br
rrpeggedrr ircvocabJ.yr  rlth  thc nargLu of  fluctuatLon  roduccd to\!.ror  rnd that  lt  1r
conarquautLy eleo LopoeaLblc for  thc natlonal currcacl.cg to  bc rcplacctl  by e Coanuntty
cu"rencJr.  The rcaaong arc adnlttcilly  rcaaona of  rrccononlo poll,olrrr: 1f dtrrqulllbrll  ln
ccononlc dovclopncnt,  nor rcflectcd  ln  the balancc on currcnt ecoount,  couLtl lo
longcr bc offcct  by parlty  chan6ca,  todayra thvelulng coutrlrl  ronld hrv.  to ptt  rpi  r
tith  r!  uacontrollabll  incrrerc  in  uaclployrent, ead todeyrr ravrlulrt  oorntriu  ritb
tn uucoatrolhbla lncr.rrc  ln  lafLetlon.  l{ol.thor lrpllcrtloa  atn b. eocrptrd. I!  tr-  -
tloael  currenolcl .ttll  .rltt.d  ln  aucb e eLtuation and had to bc alcf.nalcd by thc
ccntral  bankar thc dcficlt  countrier roult|,hot havc gufflcl.rt  rclcrrcs  to rriatel.a
thei-r cxchan8c  ratcar end therc rould bc unrcaaonebly  hcavy etraia  on tha ronctery
Fund and all  thc aupport egrccncntg.  such an exch.ngc  ratc  policy  couLl not bo
'puraued.
At thc !an.  tl-Ec thla  roultl elao touch off  lergc capltel  f1orc, rlth  ao ob-
stacla!  to ovcrconc in  a ayatcn of  llberalizcil  capltel  aovcncate. Thc dcflclt  couttrLrg
rould bc forccd to purauc e lot-lntcrcet  policy  bccauac  of  uacnployncnt,  and tbc rur-
pluc countrJ.c! !  hlsh-lntcrcat  policy bccauec of lnfletlon.  fn edtlltlon,  tbcrc rould
st1Il  bc apcculatl-on  on cxchaagc ratc  cheagcs,  dcspltc all  rscurancct to  thc cortlrt.
Thc capital  flors  roulil  cxaccrbate th.  lnbalancc.
If  thcrc 18 r  cons.naus that  ltrlutabla  cxchrttgr ratct  rlthout  fluaturtlo!
narSlrEor  a 31!181. currctcJr arc ioposalblc to achicvc j,n tbc forrrmeblc  futurr  bo-
cau6t ona cannot hopc to rcmovc .cononlc lnbalanccr ln  Europc repidly,  it  1a dlfft-
cult  to lce a paltlcularly  pronitlng  approach to ltrtatrrtioa  for  thc llnedlatc  futuro
ahoultl consiBt ia  conlaS ycrJr cl-orc to lrnutablc  cxcbengo ratsr  and rcduclng thc
fluctuatlon  nar6lna vGrt cloac to  zcro rlthout  acrloug cfforts  b.1nt naalc to r.rov.
thc ccoaomlc  inbelancce, that lc,  thc rcel  cr.ur..  of lonctary problcrae rlthln  Europo.
Thie approach lackr practical  conalat.ncy anrl crcdlblllty.  It  bec rcaulttat fro!  thc
dlgncnbcracnt of thc Ycrncrplrn, prcciacly at e tinc  rhcn, throughout thc rorld,
Srcatcr flcxibllity  o? thc cxchantc  rrtc  .!y!tcr  h..  b.cn urgcal etrd catabliahcd.
If  atonctery policy lc  ovorchralorcd by cconoalc ltrbrhnc.r  in  Europc to  sucb
en cxtantr thcn thc naturc of thc inbalanccc  nlrgt bc .rrnincd  lorr  clola1t.  thrlr  r.rl
causea ar.  I'art.  in  nunb.rr thlle  thcir  eynptone arc ronrrhet aa6iar to  6roup Lato a
fcr  lergc catcgorlcrr rlthough  tbia  cxccrcL.c can ocrtalnly  rct  b. oxhauetlvt. At e
Phab th.t  cen b. ttlvldtd  lnto  ahort-t.r&  ccononic anal ltlucturaL  dllbrnollca.
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a)  D{ecrcnanclee  in  ccononLc  trencla
ff  lcnbcr Etatr!r  Qconomtc! [ova 1n <liifcrent  cJrcfc!r aupply and dcrnanrl d{ffe-
rrntialB  ilcvcl.op batrc.n thc couatries rhlch nat touch off  qultc  conBidcreblc  flor!
of  Sooals  anal capltal.  Such a rtatc  of rffaira  1111 bc viercd favourably lf  onc ha6 a
higb opinion of thc belancln8  cffcct  of thc narketa and attachcs Llttfc  if  any ln-
portancc to thc hclp of  dcLibcratc lhort-tcrn  lcolronic pollcy.  Horeyc!, if  one rcl,lcg
on short-tarn ccononic policy  and rantc to  purauc lt  et Connunity l"evcl by uelng the
lnetruncntc  of monetary anil crcrllt  poI!.cy, fllcal  policy  and conmon exchan6c ratc  po-
Ilcy  via-i-vls  non-ncilbcr countri,ca, thcn tradc cyclca rhich arc out of  phase arc a
scrloua iDpcallncnt.  ff  ronc countrier expericncc a boon rhlle  othera rccord a s1u[pl
a coorallnetcd Europcan nonatarJr antl crcdlt  pollcy  tlL1  bc unabl_c to cone round to
althcr  a reltrictlv.  or ra  axpaaaioaary  11nc. Yct evcn if  onc of  the tro  rar  adoptcd,
th€ maesurcs rould gtanil littlc  cbanc. of  productng thc cxpcctetl cffcct.  An cxpen-
aionarlr pollcy  roulal bc Dorc 1l,kcly to accclcratc thc booo than curb thc alunp, and a
rcstrlctlTc  polJ.cy rouLd bc nore I1kc1y to atgravate thc llunp  than tlanpcn thc boon.
The dlEcrcpency  ln  the trcnda rouklrlf  anythlngrri.dcn. f,lth  capltal  novcnenta lLb.-
ralizcd,  any attcnpt  ln  euch a sltuatLon  to purauc a natlonal" ilonetary  and cr.dlt  po-
1lcy thet raa 6cared to thc aituatlon  Ln the countrlcs rould bc tloouc<l to  fallurc.
fhc a8grcgatc ef,fcct of all  natiolal, nGa8urca roul.al bc roughly tbe eanc ac lf  thc
connon inetltutton  had puraucil a Itn:ldtllcrr nonctary  ancl credlt  pollcy  at European  lcvclo
A rrnltldlcrr rnonQtery and crqdit  policy  roulct oftcn rncan a policy  that  ras not counter-
cyclical.  The ouly ahort-tcrn  ccononic pollay inatruncnt actuelty  bcing uaed at  the
noncnt roukl therefore  bc blockccl.
iloreover, differbncee ln  tha ccononic ttcnd rould qulte often a1so involve a
threat to  exchangc rates rltbln  tbe Europcan  ConmunLtlca. If,  in  addltion the couttr:,e6
experiencing  the alunp cxport proportionatcly lcee,  the currcnt account aurplua
rhlch thcy ougbt to be ablc to achleve 1n such a sltuation  1111 not bc 1ar5e  cnough
to offset  th.  dcficlt  on gapltal  eccount induccal by the interest  rate differentlal.
Countries  rlll  losc nonctary rcaervca evcn in  a sluup lf  they tant  to  stLck to  thc
lor-lntercgt  policy rcqulrcd by the .conornic sltuatlon  and 1111 pocsibly be forccd
cithcr  to atop capital  cxportr by aalni.nlltratl,ve neaaurc or cvcn to dcvalu€. Elther
linc  is  contrary  to tbc tplrlt  of nonetary intotratlon.
It  tould sacn that  the po11cy of aonetary iutcgration  can bc aucceaeful only
1f thc traalc cycle. ln  tha Coonuni.ty countrLca are cufficicntly  cynchronLzed.  For
this  to bc achlcvctl. usc tlll  h!v.  to bc nadc of all  itrBtrunctrtr  rclcvant to  short-
tcrm econoni.c pollcy,  and noet ccrtaittlJr of  thc rracononlc pollcy(  inatruucnts. En-
8a8in8 1n a doctrinaL atirputa ovcr thcthcr to glvc prlorl,ty,  a8 a nattcr  of princlplc,
to oonetary poltcy or flecal  pollcy  ic  pointlcaa  an<l polltlcell-y  harnful bccausc 1t
lnvariably  provJ-tles ronc authorlty  rtth  e prctcxt  for  ilodglng lt!  rc!po!.1bl1ity  la
the flcld  of rhort-tcrn  ccononlc pollcy.  lherc  can bc no rcllancct  ln  thc ncdLun
ternr  on ccononl-c tf.ndr  in  the Coll[unlty  comlng into  phaec quitc autolatlcally.
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b) Structurel  rlltorrtracLra
l{aJor tl!.ver6cnol.ca Ln cost anil orl.or trcnda tn  thr  Elropcen- oolrtrlca  oa! ba
cvcn oo?c rcrl.oua  thaD co[Jutctural  illacrrpuolca.  (ndrtt4  illff.rcaool
ln  coct and prlcr  Lcrclr  oan br conpcnmtcil by onr-for-ell  pertty  chelgilr)  fhel.r
att.ct!  ero fclt  ovcr fel.rly  long prrl.oda. Such ilivcrtcncicr  ney hevr eu ltpeot  oa
crployrcnt (through th.  currrnt  beleacc)  and on prlcrr  1a thr  oouutrl.!  rffcotrrl.  Ia
thc abscnco of pcrloillc  .rohansa rit.  ealJurtalntlt  ruoh alilorapuol.r  Ln oolt  ead
prlco trcnda rould trnd to  hetl  to u  uurcccptrbLc  trrdJuatrolt proorrlrr,  protluclag
uncnployncnt  in  thc coultrlc!  rlth  lhrrp1t  rlalna  coat troldr,  ead ovcrclployrut  eail
lnflatlon  ln  th.  countrlca rltb  orL6lnal1y norc nod.ret.  oort tr.t!d!.  fn rililltlon  to
thls  tllrcot  .fflct  on cnployacnt, thc balanccr of  payacntr  crn bc throrn hto  dltor-
dcr.  ff  thc lnduc.al belanccg  ott culrrnt  accouat e!.  lot  offtct  by rqulvrbnt  belrnor
on capital  accountr thcy rork  tbrou6h to tbc nonctary  r...rvra  ud  th.r.  elro  1r ea
expenalonary or contractivc cffcct  on llquldttt.  thc condltlonr in  rblcb I  gl,vcn
dlffcrcncc  bctrccn thc soet and prlce trrnd!  lcacla to en cffrct  on uploylrat  or thr
belanc. of payncntr  (cr  1lqulcttty) of a rpcclflo  rlra  rrc  llporaLbh  to dorcrlbr  lF r
fcr  rorcig. Facto!! lnoludG thc grorth retc  of nrttoul  proaluct rad Lrport rnd crport
clastlcitlrs.  It  1! aot crlcnt1a1  to cquillbrl.un that ell  netl,ouel oost rnd prto.
trends bc lilcntlcrl.
But thle  doo! not e1t.r  thc fact  that  lrch  div.rg.nclrr  froqurptly  brvt  reJor
dcetablllzlng  cflaote.  thcrc are untloubtcilly  e nunb.r of lnprrraLvc cxeaplca ln
Europc. thcrc 1r no tlolbt a aonctary  antl.dotc  to  thlr  typc of  illahernonyl p.r!.odlc
exchengc ratc  chan6co. But dcrelulng coartaDtly  1r no le.tilg  rorutloa  for  tb.
countricr rlth  norc abarply rlain6  colt  tr.ndlr  partl.ouLarly tlacr  uailcr e ayrtu  of
frcc  cepltal  novcncntc  cepital  roulil cvcnturlly  bc6in to herc  tbcr.  courtrlca.  Thl..
fftSht  of cepltal  rould bc dlfflcult  to chcok cvon Lf  thc ilcveluJ.ag ooultrt..  pur.u.d
a high-lntcr.lt  Pollclri  ln  edilitloa,  rlth  thc burdca of cort!  on tbc!.  rooaorLce  el-
rcatly hcrvy, thcy rould not find  lt  cert  to purer cuch e pollcy.
t'lorcovrrr frcqucnt partty  changca run couatcr to thc pr:ttrcl.plc! of r  roactery
rrlor  lntrtil.d  to l.ad  to lnnutablc perltlcs.  Th. crltlcrl  polnt !.1 rbovc r11 thet
th.  ncccllery axtcnt of  thccc cxchrngc retc  adJurtrant! 1r ilctcrtinril  1a thc trerkatr
for  gooda enal cepltelr  rathcr  than at oonctary coif.lGnca!.  Exchrn6c nt.  al.yaloDraata
1n rcccnt nonthr bavc bccn lnrtructlvc  anough.
Thcrc arc tro  poeaibllltlc!.  Onc Ls to kacp rxchrngr ratrt  lucl  rorc  fl.orl.bh
-  tbrough fluotuetloa  narglna or edJurtacat -  thea roul-il corrorpond to  thc ![el  of
[onctar]r latcgratloq.  fn thl!  ca!.  on. rould hav. to rdllt  thrt  th.  propotcd rcthod
of achicvlng nonotert unLon la  un8ul.tablc. Th. oth.r  la  !o  tekr  rtbeoklag-qptl lortutct.
ln  thc contcrt of rork torerdr ecoaonic unLon, la  ordcr to hlrnorrila tb.  tratrda of
costa aatl ptl.ccr.  In thtr  cet.  one roul{  havc to edalt thet  thc trautonoay of aonrtery
policyrr la  tary  linltcd  entl that  tbcr.  L. no ecrlouc eltcrnrtlvc  to tbr  pollcy  of
parellcl  p!ogr.!!.
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But rhat ocaauraa toreral! rtlcononlc  unlonrr can harnonize the dlvcrgencier  in
the cost and prlcc  trendc? Aa notad bcfore, 1t la  very dlfficult,  in  thcory end in
precticct  to  tlcternl,ne rhat dlffcrcnces ln  natloaal co6t ancl pricc  trcnda nuat bc
coneidercd to  bo harmful and that  dlffcrcnccc  Eust be rcgalalcd  ae gtl11 toLerablc or
pcrhapa evcn halpful  1n tha ncdluu tcra.  But cvan if  lt  rere poeslble to nake a
rcaaoned easeeencnt, tracononlc polLcytt lnctrunentb for  correctlng thesG trcnde rould
1n truth  harilly be avallablc.
In countricg  rith  unaatlsfactory  productivLty  grorth 1t night bc ueeful to
encouraSc  iBvcstmcnt through tax lncrntivee  rhlch help to  nakr norc rapld usc of
tachnlcal progrcrs. Incrcacingly close lnveetDent  l-inks betrern tember ttatca  roulcl
havc thc sanc cffcct.
Ccntral lnportancc attachca to  thc cllvcrglng trenclg Lu ragc ratcc and proflt
dcnands. Thc obvioua idca of urglng harnonization of  tnconca potlcy is  a non-
6tartc!  becauac in  moat countrlc!  thcrc arc only rudincnia  of an official  policy  to
lnfluence tbc illetrlbution  of prlnary lnconea (beforc rcdlstributlon).  Frcc collect-
lve bargainlng bctrcen uniona and employcrg lcavce thc govcrnncnte tlttlc  roou for
dllcct  lntcrvcntlon  ln  ragc fornatLon.  l{aybc thc alieLogu. b.treen thc tro  partica  to
collcctlvc  rgre.ncDts can bG raiscd to  a Europcan Lcvcl,  But rhat 1111 the rccult  bc?
4gg?cBEivc  unlons rhich efc not evcn prepareal to erau[r rcaponelbillty  for  thc conuon
intcrcat!  of  th€lr  orn netionrl  .conon]r 1111 hardly axGrciaG reetralnt  Ln ordar to
lcrvc  the lntcreats  of other atatea, and perhapa elrcn of  governncnta  of  rrbourgcoiarl
pereuaaion. And enploycrs fron  couD.trlcr rith  noderatc unlone 1111 harttly obligc the
u[ion!  -  anal thc rnploycra, thel-r cotrpctLtora -  in  other couatrlee and 6raat hlgher
ragca than alc!0analcal by rorkcra at  hone.
Th. Bcopc for  inconca pollcy  via rcdictrlbutlon  ia  algo vcrJr nerror.  ff  thc
ragc al.eanal! of a6grcaaivc unlong arc nat through a cut ln  taxetlon,  the coultlias
conccrncd rlll  have 1or tax rccaipte and 1111 dapcnd on reycnue cqurll-zatl-on at
Europcan Lcr'cl. Thc countrlce rith  high tex rccGlptc, horcvcr, r11I coneldcr  thclr
naln dutlc!  to be to  countrlcs  and regLona rherc lnconet arc lorcat  in  abeolutc ternc,
rathcr  than to countrics rith  eggr.lsivc  unlona. Thle typc of harnonlzatlon 1111 bc
ltadc posBlble only throu8h rcduclng thc tllffcrenccg 1n econonlcall-y rclavant thlnking
and bchavlour.
Structural  labaLanccr 1a Europc nay alao havc thcir  orlgin  ln  ccoaonicaLly
under<lcvclopcd  rcglous or eoononl"cally  rcak and crialc-prone induetrles ln  e country.
The goverueents  conccrncd acc their  scopc for  actlon ueLag ccononl-c policy  -  or ate-
bLllzatlon  policy  -  llnitcd  alrcacly at honc. They nay bc unable to  comply rLth mone-
tary rules that  havc bcen devlscd for  prooperoue countrlec. For examplei they erc vcrlr
vulncreble to rcvaluatLon! egellrt  Dol-nenbc! countrlcg  rhtch are a poaelblllty  undcr
a connon exchange ratc  policy  totarala thc outslde rorld.  A roltrictive  monetary and
clcall.t policy  by thc Cornmunity could li.kcriac  have an unduly 6cv.rc inpact on thc un-
dcrprlvlligerl  rcglonr ancl 6roupe. Thc govcrnncntE  conccrncd nay bc tcmptcd lnto  con-
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brting  rctlourl  end ltructurel  uuclplotr.lt  by lurlulttg  r  pollct  of netlolrl  tul1
ruployroat. If  thl.  lt  follorrd  by a r1..  ln  prlcre  eail coltl,  tho rcrult  nry bl  e tlL-
vcrgalcy in  aetlonel colt  end prl-oa trcld!.
fn thc clrcur.truc.t  lt  1111 bc acccraery to hevc rcgJ.oael rnd atrncturrl  do-
yclopncnt  prograroaa 1t! ord.r  to nekc thc natl,oael ccoaollca lnvolvrd [rordy  for  Ln-
tcgratLonrt.  Rcrponalbillty  for  thc!.  protrr[nc.  lurt  ba.hrr.al  by tbc Colnudtt
lngtltutlona.  Tbc lnatruacntc  of aonctery rnd crcill.t pollcy  (for  l-actlaal  lor-
Lntcrcet loenc) arc only of  lllttcat  ucc Ln rrking  the undcrDrl,vlhgcil rr3lonr  enil
troup! conpctLtJ.vc in  a laatLng olan.r.  Eloncatr of  ilrconollc u!!,oar, luch lr  tbr
rc6ional fund, roulil hevc to bc broutht ln  anil hclp to pr.!!  otr rltb  thc rr.o.ttrly
dcvcloprcnt progranla!. h  edilitloa  to llnanclel  aupport, greet lrportetrcc lttrchaa
to thc sctcctlon antl orgrnlzetlon of th.  e!!l.t.al  proJcctr.  Ettrbll.hltrt  aupreletl.onel
lnv.ltoent  conpanl.a and rrrrnglnt  dlrcat  Lur.atralt  rleo  frol  oth.r  !.abar  ooultrlcr
illght  bc of bc1p. Llbcnllzetlon  of cepltel  oovcnentr rtll  pevr thr  rey ior  euch tlt-
rcct  lnvcatocnt anil rL1l  thercfor.r  on belarcc! b. b.n.ficlal  to th.  utdrrprlvllrgril
rcAlona.
ShouLd th? Europcan Connuultcrr rcgionel and structurel  progreuc tekl  on
Lrrt.  proportlo[!  and roqulrc rubatant{al fuutlg -  rhl,oh roultl clcarly  herr to  oorr
fron acnbcr oountrlclr  rcrl  lnconc -  thcn a politicrl  liak  rbould bc rtebllah.al  frol
thc outrct  bctra.n eupport fron thcsc progratrn.! rnat pro8F.r! ln  iatr6rrt!.on.  In  tbo
abccncc of  auch a 1.1nk, ConnunLty  acslstancc  pronptcd by aolltleritt  ooulal hav. r  P.r-
vcrsc cffcct  on lltGtretlon:  th.  countric!  rhich hav. b.aD rallaYaal of  thaLr 8a8torrrl
and atructural  problcaa nlght frcl  that  thcy no longcr dapandad oa auoh .allrtrnoa
and nl6ht thcrrforc  bc Icra  pr.prrcal thrD bcfor.  to aurrcatl.r prrt  of  thcLr'ao-
vGr.ignty. Thl!  rcrcrvatlo!  luat  bc undrrstooat  corr.ctllr.  Corlunlty eagletenor rLth-
out condltionr enil requLrclcltr  ettrchod nay pcrfoctly  ro11 b. tr rorrl  Lrprrtt!.vr  of
gooal nclghbourly  rclet16na enil connoD ilcatlny.  But lt  tt  rot  ea J.rpcntJ.vr of  ltttr-
6ration.  Fron thlc  lt  cen b.  ...a  that  cvcn thoac llbelencra  La Duropc rhlch rr.  tb.
r.lultr  of  rcek rcgionr enal rcrk  lntluctrics  raaluca thc rrtutolooy of loactery Pollolrrl
and cannot bc clLltnatcal  bt tt  elon..
the tanc ls  tluc  of a nunbcr of ctructurel  irbrlencca of  dlffcrcnt  orlgln.
Bccauae of thc ltructurc  of thGir  productlon  aail <lcmnd, aonc Europran countrlct  for
inetancc alc neJor cxportc!.  thllc  othcr!  .rport  llttIc,  proportl.oletcly  apeekiug. ft
toulil  accl thet cvcn cxchrng. ratc adJuetrant8  can ohangc Uttle  hcre ln  thc lhort
and ncdLun tcrn.  Plralatcnt  belanc.-of-payrcntr tllacqullJ.brLr u.  tb.  rccult.
A pollcy of paral1c1" protta!!  1r thc rceL ncealag of  thc t.r!  i.!  ladiapoaa-
ablc.  Thl! pollcy  caanot narregc rithout  tbc rccolvc to  roech a;;:eoncnt on obJcctlvcr
aud lnatruncnte. Short-tcrn.cotroalc pollcy  ll  onc Lrportrnt  ttrld.  Ibougb olc  of  thr
clcncnt! of rrccononlc intcgratlonrr, thc eatabllahmcnt of e vulrty  of  colron lunile i,r
by ltac1f  ln  no tay lufficiant  r!  an rrccono[lcrr  brckitrt  for  rruonetary lntrgrattoarr.
Only ln  conbllatlon tlth  e gcnulnc rtrd conprchanrlyr  poltcy of perrll.l  proSlaa! crD
the funrlc lulfil  thc hopca that  rnany pcoplc pia on thon.
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But aloea thc pollcy  of  para11el prog!e46, guch as it  also flgure!  ln  thc Wcr-
nerplan,  havc a rcal  chance?  We havc httle  rcaaon to continue truatlng  that  thc in-
tcgratlon  rtretegy  of glvlng prlorlty  to  Gcononic and monetary pollcy holils out thc
best prospectc of  succegs. Evca the policy  of para1l-e1 progrcas le  blockcd aa long as
todayra barrlers  arG not brought dorn by a rcso1ve to achieve gcncral political  uni-
fication.  Parallcllan  ls  a ncceeeary but not a eufficlcnt  conilitlon for  thc cucccce-
fu1 devclopncnt of en econonic  and monctary unlon.
4. Current prolects for  nonctary  inte8ratlon
a) Conrnon cxchanFc rate tolicy
For the forcseeable future,  the syetcn thereby thc ConnunitJr  countrlclr  cx-
changc ratcs  float  lointly  agalnst the dollar  but arc fixed in  tcrn6 of  each othcr
rLII  rcnain the nost leaaoaable solutlon unlesa unexpccted cornplicatlons  ln  the cnd
st111 fiake it  neceesary to introducc flexlbllity  even betreen the nember countrical
currenclea.  The tro  countrles etL1l outelde the Jolnt fLoat ehould Join it  aE soon a!
there arc cigns of  their  currcncies stablllzing  sufflcicntly  on the markcte.  No unilu-
ly  rigid  positJ.on  ehould bc adoptccl on the parity  adJu6tmcnt6 that  mi6ht bc callctl
for  betrcen Comnunity curcnclea  and on the fluctuatlon  marglns,  for  thcre iE a.rldc
gap betreen the idcal  and the real.ity  of  nonetary intcgrat!-on.
Todayre qulte narrow nrrglns of  fluctuatLon  betrcen the Comnunlty currcnciet
had thelr  rnerltg aa long as thc trenakerrotil"l  noved Ln a iltunnelrr. The possible fluc-
tuations betreen Connunity currcncies rere to bc kept ema1l comparcd rith  the posslblc
fl"uctuations of  the Conmunity currcncies against the dolIar.  ft  le  inalced part of  thc
logic  of  nonetary integration  that  transactlons  bctrcen Europcan cunencit6 should  bc
subJect to enallcr  cxchangc rate rick  tban transactions  betreen Connunj-ty  currcncies
and the doll-ar. Vlcrcd ln  thie  ray,  it  ie  obviously thc rel-atlon  betrceD the fluctua-
tlon  narglne concGrieal  rather  than thelr  abeolutc aLzc that nattcrs.  With the <lo1lar
floating,  horcvcr, thcre ie  nor no 1on6er any constraint to apply bctraen Connunity
currencleE fl.uctuatlon narglns tbat ara narrow in  abaolute  termg. Should it  turn out
-  cspcclally  onc6 th.  United  Klngdon and Italy  havc Join€d th.  bLock fLoat -  that
sone countrlea arc forccil to intcrvcnc unduly frequcntly,  onc ahould not hceltatc  to
rialcn the f,l,uctuetlon  narglne,  at  lcaat for  a traneLtLonal periotl.
ff  rnarket dcvclopmcnta nake it  nacc€ear1r for  parJ.tles rlthin  the European
Connrunity  to br realigaed, thie  i6  a Eign that  coorrllnatton and harnonlzatlon ln  thc
ficlde  of monetary and credlt  pollcy and ilccononic policyrt have not produccd the dc-
sired reeuLte. Such devclopnentB  th.refore  provlde food fo!  thouSht. Serlous consult-
atlona on the cauac8 of  the inbalance  and on raya of  renovin6  them ehould then be
obLigatory.  Rlgiilly  autornatic reactlon to balancc of  payncnta  dlacqullibrla  la  not
dcslrable. It  roulil,  horcvcr, be uacful to havc a ryltcn  of indlcatora and ruler  naking
1t caaicr to  decLdc rhcther the reactlon to a baLancc-of-payrd€nt6 disequilibriuil
ahoulit take the forn of  (a)  exchan8e ratc aalJustdente, (b) nea8ures of monctary  and
cretllt  po1lcy, (c)  standby creilits  and/ot (d)  mcasurea of short-tcrn  acononlc  end
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ltructurrl  pollcy produclnS  cff.ct!  o?cr e Longcr pcriod.  It  j.c allfflcult  but h-
portant to nakc er clcar a dictlnction  a! po!!l.bh  b.tr..n  th.  .ff.otr  of  ileuto-
norou8rr capltel  flor.  anal thc cffcctr  of payacnta  flora  l.lnkcrl to th.  novrrcat of
gooda.
If  ruch rn  oxanlnatlon  !hor!  that  cxchengc  ratc  ohrnga! arc oallcal forr
thcar ahoultl bc nedc rlthout  ilclay and by thc rpproprlatc enount. Ib.r.  l!  !o  polDt
ln  taklng dcclrLone nor proolal.nlag  rulca on thc p.r[ittcd  .xt.!t  aail thc pclrlttcd
frcqucacy ot  cxohangc ratc  ohengcr rhioh rouItl thcn bc lgnor:ril by thr  larlctr.  Such
dccLclona rould indLcatc that  thr  autonony of cxtcrnal ioncterJr  po1lcy heil brca
ovcrcatiaatcil.
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Tranafcrrl,ng  pert of thc natlonal nonetery rcaarvaa to  thr  Europun llonctery
Fund rith  th!  cff.ct  of gcaulnc poollag ir  a !.esurc  thet  ha! eI1 th.  r.rLtt  rld
tlnrbeck!  of  thcrrcorno!, funilr pollcy"  (ecc Europcaa fatcgletl,on Potlct  lloilry -
Alternatlvca to thc fcracrplan,  ecc.Iff(a)  The connon funik po1lcy). Such r  tnarfcr  la
an act of rollilerlty  yj,a-d-via  fricndly  ncl8hbourlng  oountrlce frced tlth  baleacc of
paJrD.ltr at.flcltr.  ft  raaigna nrJor prrctlcrl  furctlolc  to r  Conoui.ty Ln.tltutlonr
thc Europcan  rnonctary fund.
It  ls  heril to lccr  horcrerr in  hor far  poollng rotr.t$t  !ca.rve!  aboulilrtrtr
ltcclfrmekc e coltrlbutLon to thc lntcgratloa  of natl,onl  ocoaottc  entl roactery po-
1lclrs  and to ooordlnatl.on and harronizatlon. Thc urgcncy of  catebllebing  e Duropcen
cqulllbflur  1n Europo 1! not lncrcaectl but dlninlshcd, anil pcrrllt.nt  diarquiltbrte
arc car:!.cr to fl,nancc out of  coimon ralary!  a!!ct!.  Thc prcrcurr  to obecrvc brlanca
of payncnte dtrclpllnc  .nd conbat lnflatlon,  rhlch toalrlr ts  rttll  ..roc1et.d  to lorc
cxtcnt rltb  thc k..pLng of nattdaal roa.ryelf  alllrpp.err.  Unlcla e lroheal.el fu
craatGal rhlch rcplaccr ltrlc  prcraufc, pool1'18 lonctery r.aarvc!  r!.11 on brlencc bevc
a dlllntcgratlag  rffcct  anil rLll  atrcngthcn  natloaal aolf-lntorcrt  -  capcohllt  la
thosc countrl.ca for  rhlch runllnt  a dcficlt  Ls r  aoa-vltel  rceal of  drrlvlag  grcatrr
bcneflt  fron thc Lateraationel  !arkct!.  Tha lurp1u! coultrtra  rLIl  rcvrluc  rorc  fro-
qualtly  thea todey, rhlch reducca thc etrbilltt  of th!  axchugr trtc  atrz.talt llc!.llal
thc ravlr  of apcculatioa lad lrko!  cotttrlrt  rlth  aoft  cuncncdrr ruffor  frol  iu-
crcaacrl capite]. l1{6ht,  1,c.rr  clrain on revlnga.
Llka r11 connon fundsr poolcd rrlcrrc!  lay b. ea irporteut  lnatrunrnt  of
Europcaa unlfloatton  pollcy  tf  thcy erc e l1nk ln  th.  cbel.n of !cl!urc!  ead errelgr-
ncnta neking ht.glatl.on  Dot onl1r poreiblc but lupcratly..  Rcoov.al fror  th!.s cbel.at
thcy rould bc 1n drn8.r of  proilucl.n6 thc oppoltt.  of rhat  thrt  uc  1nt.nal.d to
achlarG.
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Evcn thc edvocatca of icoletcil  ilon.tarlr lntc6ratJ.on clo not conrldcr ltr  proe-
p.ctr  to bc partlcularly  gooil. ft  i!  not lcest  for  this  rcalon that  apcclrl  att.ltlo!
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hag been paid to a plan thlchr  lnstcad of aubjectlng cxlctlng  natlonal arrengcncnta to
European control,  provides for  a ner Europcan arrang.nent alongsidc thc natlonal
arrangemcnts: thc plan for  connon perallcl  currency in  Europeo
There are a variety  of  propoeale for  euch a parallcl  currency. fhey all  in-
volve the conviotlonr although  thcrc nay be differencec of  degrcer that  auch a ner
currcncy rould offer  the follos.lng advantagee:
1) it  tould bc of  psychological importancc for  the aleyelopn.nt of a European ldentlty;
2) it  rould have to  facllitatc  Europcan payncnta  traneactlone batrccn th.  statcr  and
replace the clollar ln  this  rolci  thc aeeocl-atcd acigaioragc rould thcn accrue to
Europc and not to  the unitcd statis,  anil Europcrs nonetery  tlcpend.encc  on thc
Unlted Statoa rould decreaee;
3) the codoon Europcan currency rould eventually  have to  displecc  th.  natlonal cuf,1:en-
ciesi  rlth  thc European  {aeui-ng ingtitutlon  beconLng thc gole authorlty  rcsponslble
for  European nonctary  and credit  po1lcy. fhLe rould also conpletc nonctary intc-
gratlon.
Sone autho!s ln  addltlon eBsign epeci-a1 functlone to the European p&rat1cl
currencyr for.example  (a) to  be noney rith  a stablc valuc thenks to an inalcx linki
(b) to eimptify interventlon  on the forelgn exchange narketri  (c)  to bc a gourcc of
flnancc for  Europcan project6.
Under aome propoeale thc conmon European  currency ie  to  bc 1cgal tcndcr along-
slde the national currencl-es1  undcr othere the monctary functlort of thc Europcan
currency unit  is  tc  be reetrlcted  (to  tranaactione betrcen chtral  bankar benka and
large enterpriscs);  1ast1y thc proposal has been nadc that  for  the tirne bein6 6uch a
currency unlt  ehould merely be a Europcan accounting unit  and that  1t  ehould not be
81ven the other nonetary functione until  a European  aystcm of central  banks has bcen
set up. The maJority of authore think that  the Europcan currency unit  ahoulcl ba givcn
an abEtract deflnition  -  siniLar  to that  for  the apccial drarlng rlghta;  but it  has
aLso been 6u88cstcd  that lt  ehould be deflncd as a baskat of a nunber of cxlrtLng
natlonal currency units.
Most of  these proposals  Leavc naJor fcaturea of  the European  currency unit  utr-
deflned, makinS it  lmpoasible  to alscaa thc lnpllcatione  eufficiently.  All  ln  all,  one
8ai.ns the inprcaslon that  a paral1el cu*ency roultt bc of doubtful rcal  vaIue, that  it
touLd not provLdG thc keJr to  nonetary unl-onr and that a fair  nunbcr of thc nodcla pro-
poscd rould evcn do harn.
therc can be no dieputing  the neeal for  a common Europcau  unit  of account, but
1t is  doubtful thcthcr a unit  can bc found rhich can ainultaneoualy scrve all  purpos"s
(e.g.  settlcncnt  of  balanccs arlllng  out of l-ntcrventLons on thc forelgn exchangc
narketBr  a8ricultural  narket, 166uc of European  1oana, etc.).  Much greater inportance.
however, attaches to the plan for  the introduction of  a currency unit  acrvJ.n6 ac a
nedLun for  tradlng and intervcnt{on and/or a6 a reaerve arset.  The eucccga of  ruch a
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plrn blrgcr  or tro  oondltlonr:  (1)  thc Europcaa curlanct nuct br rbI.  to gr!.n e foqt-
iag on thG lrrkrtr  of rcelly  ell  Colrunity countrlca, end (2) ltr  aoorotlc rnd roac-
tary inpllaat{on!  nu;t  br rcc.ptrblc  to r11 |ttat.!  rnd thc Europcea  Coeaulity ea e
rhole.
0n tbc flrat  condltlon: lf  thc paraL1cl  curruct  t.rr  to b.  8ltrcrrl  lcgal
tcndcr, 1t roulat br nec.rlarJr ln  det-to-atfbu!ln.!!  to lravr rcperato tll1s  for  thc
tro  currolcta!rkoap  !.parata  eccount! an(l Luriicatc prlccr  Ln both currracl.cs.  ?hrr
tcchnlcal conpJ.Lcatl,onc orrcr pryrrnts  rould bc cnornou! and bclrond tba tnlp  of lort
cltlzcnr,  rho arc not vcrgc<l J.n nonctary th.ory.  Thlr  roulal cortelaly  rua lnto  flrl
oppoaLtLon  fron thc bullnccc rorld.  It  ir  itlfflcult  to rrgu.  tb.  otrc  for  I  colton
currrnclr by prrrcriblng  that  .aoh courtry ahould uec tto  typta of  l.Brl  t.tral.r  tor  tha
forcaccabh  futurc.  Flcxlblc  cxchangc rat.!  batro.n thc coonon currlnot  enil tho ae-
tlonal  currcucics -  r[othcr  propocel -  rould qultc  ccrtrlhlt  bc ltpreaticrbl.!  th.rc
rouLd bc enallcas  opportunlty  for  dccclvlng tbc uaLaltLrt.d.  lhrncvcr r  purobrt.  tl.
nadc. and for  6ycry proiluct, prlccs rould havo to bc convcrtcd  ln  oral*  to  flnd  out
in  rhich currrnclr payocat rhould b.at  ba Daalc.
Tbla ncang that  conpulaory ecc.ptanoc toultl  at  rnJr rrt6  hrvc to  bc raLvcd. Ua-
alcr lonc propoealc thc connon currcncy  1c to bc neilc ettractlvr  by tyln6  ltt  rate  of
cxchant. agalnst thc aationel currcncl.!  to  auitablc pric.  inallcaa ro tbat ltr  pur-
challng porar ltr tcrn.  of aatlonel currcacLca roulcl rcneLn ltabla  thi.la  tba rrrti.onrl
currarclr.  rould bc aubJrct to lnflatioa.  Sucb noncy rouIrl c.ttelnly  offat  lrJor  ral-
yantata!  ea r  ltorG of valuc. llclatln6  a proflt  ln  tcrnr  of natlonel currctcy,  lt
rould bc houilcrl (crcn uadcr r  ryltcn  of  flcx1blc  cxohaagc ratce)  and rould th.tiafora
have a 1or vcloclty  of  cllculatl.on a! a payncnt o.allu[.  Pcoplc roulil  ccak to hrkc pry-
ncntr ln  natlonal currcncy  and rccclvc thcn ln  Europcea  cutr.lcy.  lhlr  1! ua1lkeIy to
lcad to r  conpLctc  diaplrccncnt  of thc netLonaL curruclar.  Ar e ualt  of ecoount tbla
typc of noncy rould plac. thc Lnflationary rlak  on thc dcbtor. nStrongil pertnrrr  J.n
the market roulal thur lnyoicc 1n natlonal currGncy thara thcJr arc dobtorr anil in
Europcan  currcncJr rhcrt  thcJr arc crcalitor!.
But in  practiec it  roulcl atLll  bc lnpossLblc  to nalntein thc purolatlDg  por.r:t
of  the Europcen  culrcncJr ln  tar!!  of thc illrect  rrtlo  to  gooda,  oDca thl!  lonay rra
ulrd  for  buylng 6ootls. Induatrlalist!  toulal ccttalttl.y a1!o rar.lc thctr  Europcen
curr.ncy prl.cc!.  InflatLon ln  tGrn! of uatlonal cuf,rcncy nltht  tbu!  rcccivc lr  ritilltloarl
lnpctu!.  Anothcr  lxrcnclJr undogirablc  en<l lnflatlonary  affcct  roukl  coac froor tbc
lnalcx-Illk  ltec1f  and probably elro  fron th.  lnduc.il accunulatlon of hlghly llquid  yct
protltablc  fuade, thc holdlngs of  Europcen  cuFrncy.  Evcn thou3h lt  1r ltprobablc  for
an Lndcx-lLnkcil curr.ncJr to illaplecc thc natlonel currcttcl.c! la  ruob e trJrr lt  rould
havc a conperatlvcly grcat chanoc of  bclng hctd at  I.a!t  e! a prl.vatc r.!.rve  curr.not
ln  e1l countrlsa 1n rblab lta  vafuc pronJ,acct to bc rorc atablc than that  of  tha Er-
tional  curlcnoy. Suoh gcncral uge of  thc prraU.cl curranoy ie  lnprobablc for  el}  thorc
modcla undc! rhich tle  valuc (cxchengc ratc)  of thc contron Europcra ourrcnoy vl!-i-yl,!
thc natLonal currcnolcs ts  (f)  alrayr  dcf{ncd a!  an rt.trgc  of ths.xchent.  rat.r  of
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natlonal cuffencica  (rtbaaket currcncyrr) or (tl)  utraler rhich it  would have to  be flxeil.
and defendeil ln  the aane xay as todayrg natlonal parltlee.
TherrEuroparrproposed  by 0.  Magnifico  !.a oa the pattern of typc (lt).(Sce
G. MagniflcosrtEuropean M6netary Unificatlon  for  Balanccd Growth:  A l{er Approachl, in:
International- financc,  19?1; G. Magnifico  and J.  WLllians:'rEuropean  Monetary Intc-
grationltra  Report of  the Fcderal Trust for  Education and Regearch  j9?2i  a]".co ecc the
propoeals put forward in  this  report).
Magnificors proposal 1s for  flxed parltiesr  xith  fluctuatlag  nargins, bctrren
the Europa  and the national currenclee.  The natlonaL central  banke ilcfencl thc cx-
changc ratcs  for  their  currcncie6 only against the Europa and adjust thcir  parltlca
where neceasary. The European  monetary fund iasues thc Europa and defends its  parlty  -
using pool-ed monetary reacrve6 -  agalnst the dollar  or all  non'Community  currenclea.
In  line  with the eituatlon  obtalnlng at  the nomentr the Europa rate against the doLlar
could also be fl-exible.  The Europa ie  to have a rtsonerhat  nore stabLc valuer than the
average for  the natlonal currencles. Thle ig  presumably to nean that  fron tlnc  to  tfune
tbere le  to  be a ninor revaluation of the Europa aSainat the natioaal currencl-es.  Under
the6e cilcumstancca the Europa io  obnlously not the hardest currency in  thc Conrmunity.
From tine  to tine  aomQ countrics 1111 revalue against the Europa rhile  otherc may dc-
value in  addltlon.  There w111 bc a shi-ft in  the cxchange  rate pattarn.  rn haral
currency countrlee there rill  be Little  if  any demand for  a Connunlty currency of tble
type. The soft  currency countries  wl-l-l certainly  be nore incllned  to uae the Europa.
rr|l|ell informed clrclesrr in  the soft  currency countriesr on the other hand, wl-I1 con-
tinue to prefer the hardest natlonel cumencyo If,  ae aeen6 to be envisagcd  by Magri-
fico,  there ls  to be.a higher ilegree of convertibllity  bctween the Europa  and the
natlonal currencies than bctreen thc natlonal currencies ln  terna of one another,  the
Europa ri11  be a vehlcle of  capital  flight  into  the hard natlonal- currencles.  It  ie  an
illusion  to belleve that  this  Europa could in  effect  becone a conmonly  acceptcd
European  currency or could even dieplace alL natlonal currencie6.  The chances  of  thls
para)-lel currency oould be Jurt as grcat and Just ae ana1l as the chances of  torkable
trexchange rate unLonrr.  As thingr  atand, howeverr auch exchange rate unlon cannot bc
achieved in  the near futurc  -  at  anJr retc  not without rrccononic unLonrr.  But this  18
preciBcly rhy onc had resorted to  the aubstitutc plan for  a para11c1 currency. Thls
apploach  i-s a fata  morgana.
Magniflco  does'not lgnore these difficultLee  altogcther.  ThiB is  thc reaaon
behind the proposal that  eor,re preasure ehould be brought to  bear on the etatcs Bo that
they do use the Europa. Banke, for  lnstance, shouJ,d be requirecl  to hold a portLon of
their  reserves ln  Europa8.  Thi6 sould aEount nore to  texatLon  than to  thc lntroduction
of a new currencv. The para).1e1 currencJr rould havc to be acceptcd yoluntarlly  by the
marketBr or it  woul-d withcr.
Then therc is  the second condltlon of  the eucccas of thc paral-1"cl currencJro
Provided it  i-B acccpted by thc narkets, it  ahouLd not have l-ntol"erabl.e  cconomlc  anrl
monetaly implicationa.  Thla neatla, arnong other things:
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faculn8 tb.  parall.l  currcncJr rhould leed to r.ror  or et  lrest  el  tlrubrtratlel
increasc 1n prlvatc  liqul-dity  end j,n rarcrvc e!!ct!.  Tha atru6glc egalnet tnflatj.on
nu.t  ltnain  thc flr6t  prlorityr  tror and 1n thc forcroceblo  futurcn Ia  th1c, rltuetLoD
a flootl of addLtlonaL  llquletlty  la  too htgh e pric.  for  tbc bcncfltt  of  cuch e pgrlll
cullcncJrr  highly doubtful ae they arc tn  anJr ca!c. Ict  a fl.ood of ailttltlonel  ltquldlty
toulil  b. thc lncvltabLc  rcsult  Gspeciellt lf  laeuing thc Europcan ourrcncy auount.d  to
tha nct crcetloa ol  noncy and thc loney thur clartad rcra ulcd to flaencc thc Europcen
Funde anal the Europcen Connunlty bualSct. Thla roulrt rclllt  bc en unfortunato anit
Blotclque Jutrp lnto  thc accond stetc of  Europcan  lntcgratlon.  Both thc currcncJr Ltcucd
and thc rork of thc fund! rould bc dlrcrrditcal.  Th6 Eorel obllgatloa  oa thc gov.rn-
nent8 to contributc to the aoun<l flnanclng of  thc funde roulil  bc ennlhllatcd by thc
pollcy of thc Conounlty  ltlc1f.  Such a 11nk bctrcca thc currcncy lsluc  end flnencLrl
'ta6kr  roul-d nakc lt  lnpoaaLble to trult  enJr elruranoca that  thc fund roulil  krcp
Europas t16ht.  ft  roultl thcr.fore  bc of thc grcatc!  lnportancc to lntroilucc tough
nachlncry contalnln8 thc irruc  of  the Europe currcacy  tlthin  cct  linl,te.  !h.'c  rould
bc aaldltlonal ulcontrollable  nonctery cxpanrlon 1f thc banka acccptcd dcpocLte  en<l tx-
tcnded crcdlt  ln  Europa currency tithout  bclng subJcct to aay crcalit control,  ca-
pectally ln  thc form of nlnlmum rclcrvc  rcquirencnts.  The outlook for  connon non.trry
and crcdlt  pollcy rulea on Europa llquldttty  roulil  bc thl  norc unfavoureblc  thc rlitrr
thc use of the nar ourrcncJr. In a plan for  thc Europa currcnc, lt  rould at rny rrtc
bc ncccsaary  to apcll  out ia  ilctell  such rula!.
Thcrc can bc no rclylng  on thc ilsua  of thc parallcl  currcnoJr bclng accoupe-
nlcd by an offs.ttiDg  tlrala on llquldlty  Ln othcr ercrlr  In  thc ficlit  of Eonctary rnal
clcdlt  pollcy Europ. hac no declclou-naklng  body rblch coulal f1t  thc laauc of  thr  nrr
curtcnclz  lnto  a eonprchlaclvc  Europaea llquldlty  pollot  ead rcduco tbc aupply of  ae-
tlorel  currcucicc rocordlnSly. Nor Ie lt  clrer  hor ilollar  llqulrtlty  coukl bc fcndod-
olf  by e Ouropcan perallcl  currelcJr. At thc noncnt Europc 1r rhl.Iatcd fron itollar  U.-
qulaUty by thc float.  Shoulct thc forocr.eblc  fututrc  br1n6 r  ratuln  to e flxril  dolhr
parlty,  e Europcen parrllcl  currcncJr ooul<I bc !o  drlr rtrl.nlt  thla  aourcc of lLqulillty.
rt  docc not nattcr  ln  thls  contcxt rhethcr or not'a Europcen curr.lc;r  rouLa than hrr.
takcn ovcr part of thc tlollarrl  rolq  ln  prlvatc  noncy trenarctl-ona.  Tberc 11 llttlc
probabiltty  of  thla  occurri.ng.  A sccond  harrnful lnpticeti.on of thc perellcl  currr11olr
could conccrn balanoc of  payncnta pollcy.  If  thc Europoen ronctart  fund le  to lrl-ntrl.n
a fixctl  oxohansa ratc  for  thc Europcan currancy agalnrt thc iloller,  thr  natj.otal
ctntral  benk! lrust cndor 1t tlth  rclcry.  llactr.  Aaaunlag thet uailuly 1er3c qountl  of
Europaa rcrc  I'raucil ettd terc not cxohangcd a6atn fbr  htral Connuulty cugcaclcs,  tela-
telaing  thc cxchrnS. retc  agal-nst thc dollar  coulal pleo. e hcevy burilcn on thc poo1r6
nonctarJr rclcrycr.  Eapcclelly  thola couttrhs  1n thioh thcrc rea harilly rn,  A.lrnd for
Europar  rouLd oppo!. euch a arraln oD thc poolcd tronctarlr rc!.rrrr.
If  thc iloller  retc  egalnat thc European currcloy rcrc  flexlbLc,  thc rcrult
undar thG aana cltcuilatancec rould bc a itcvatuatlon of  thc co![on Europcen currcloJrr
and con!.qucntly  of all  Europca! curronclot,  egaln8t tha ilollar.  I  nunbcr of  couatr!.cc
lould oppoac thl!  dt"rlopncnt.  Thc dlffcrcacee ln  thc prtorltlc!  for  thc rerlouc rhe
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of  econonic  Fol,icy rould shor up againr and conpensatory  rcvaluations  tlthin  thc
European Connunity  by eome countrlee nlght be triggered off.
Perhapa  even more serious thrcats to the atabiJ.ity of  the noaetary systen
would arlse rithin  the Conmunity" Ae long as l-n the Europcan Community hard and aoft
currencl,ca exlst  el-dc by sidc!  there is  reeaon to expcct that  the Europaa  lssued  wouLd
be exchanged on a largi  scale for  hard European  currencles. If  the alegree of  converti-
bility  between thi  Europa and the natlonal curlenciea is  higher than that  betraen the
national currencies in  terms of  one another, or if  thcrc is  far-reaching  convertiblltty
between sI1 currencies, the rnain functlon of  the paralJ.el currency ril-l  be to 81ve tha
soft  currency countrles  easy access to hard currency balances rithout  thls  placing  a
burden on the bal-anccs bf  payments of  the capltel-exportlng  countries. Thc hard
curlency countriee rould be forced to crcate  money to an equivalent cxtent.  Such a
nodel sould hardly neet yi.th gcneral approval. fn the eoft  currency countriee it  rouId,
of course, eerve the owncrs of capital  better  than the national,  econony aB a rholer
for  the outflor  of  sav3.ngs to foreign countll-es  woulil be stimulated further.
Moreover -  and thls  1s a particularly  baleful  aspect for  nonetary unlon -  the
European  exchange rate systen roul-d be decidedly nore unstable than lt  is  today. Spe-
culative  sritching  between nationel. currencie6  and the Europa rould be a nuch nore ob-
vious propoeltion  than ie  sritchlng  bctre€n national currencles toilay. Even rcJ.atlvely
minor causee  would touch off  a serjou6 flight  of capltal  posing a threat to  the Europa
paritl.ee of the countries  concerned. In the event of a flight  into  the Europat thc pa-
rity  of a national currency  is  unfortunately the nore dlfficult  to naintein the nore
the Europa is  in  ehort supply. Consequently  one rould then havc to  choose  betrcen
frequent and maJor faLls in  the exchange rate and an inflatlonary  flood of Europaa.
Conversely, if  there is  a large volume of  Europaa a hard currency country night be able
to  defend ttseLf  agalnst epeculative inflore  of Europae only by allorlng  ite  exchange
rate  to float.  This. however, rould fit  least into  the concept of nonetary unlon. Thc
same dllenna that rould inpede wl-der uge of the Europa rould also nake it  difficult  to
live  with it:  thc irnbalances cntaileal by hard and 60ft  currenciee  cannot be overcomc
by any triek  ln  thc integration  bag.
Whetever the ains pursued tith  the Europa.l a key problem resldes in  the way it
is  issued anal in  the technique ueeal to llmit  the sl-zc of  the issue. Any plan for  a
parel1el currency shich failed  to  settle  the tro  pointa in  a dependable nenner tould
be inadco-uate.  It  rould be a fatcful  error  to bellevc that  thc national currencieE
could be rtdieplaccilfl  the faster  the nore Europae rcre  creatcd.
Hagni.fico's nodel of  a European  currency is  unfortunately  open to  objections
fron the angle of  both stabillty  policy  and balance of paynents and exchan8e rate  po-
llcy.  Where the link  betreen the i6sue of  the European  currency anil the flnanclng  of
Communlty projects i,a conce!n.d, it  occupieg  4n extreme position anon8 thc proposa)"e
published  eo far.
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cl) Liberallziar  cerltal.  otovcncnta
Any nonetary ualon rorthy of  itc  nar. ls  lnconc.ivablc rl.thout llb.reLl.zrtlon
of capltal  novcncnt! brtracn thc lcnbar ttatas.  Thc paet fcr  yolrl  hrva rborni  hor-
evcr, that In a altuatlon  o!  nonetary ill-aordcr thc frcc  novcncnt of capltel  Delr oarta
to be of beneflt to thc capltel  cxport!.ng and capltal llporting  countrLr! enal irt  b.-
cotro a lourca of  acrlous illcruptlon.  Thc advaatrga!  of  frc.  cepltal  nola!.!t!  arc not
abeolutc.  Onc can lcavc  undccldeil rhcthcr frccilon of  crpltal  novcncnt j.a 1n ltec1f
soncthln8 vary clceLrablc  o! not. onc thin6,  horcvcr, la  ccrteln.  tbc opportunitier  for
IibcraLJ"zlng thc capltal  nalketa ar.  ,, oealutc of  th.  opportrlaJ.ttc! for  progralrLt.
nonetary union. AU thc lndivldual  nonctary intcgratlon  n.r!ut!!  allcutlcal  -  th.
connon exchangc latc  pollcy!  thc poollng of rnonctary rclerycar  thc introcluctl,on of  e
parallcl  currcncy 1n Europe -  praruppoErc an acononlc  and nonctary.aquillbrlun ln
Europe rhich la  also esccntial" to thc frcc novcncnt of  capltal  ln  thc Connunltt. Fr.c
novenent of  capltal  and thc resultLng lnvcstnrnt  Llnks rlth  othcr countrlcr  elco prc-
supposc  that a country ls  frce  fron dlrtruat  of ltc  ncLghboura  anal frac frol  fcare
off?oreign  controltr. Thls, horevcr,  la  elao a conilitLon of  ccoaornLo and nonctary
unj.on. Thc degrce of llbcralizatlon  of thc capltal  Darkct! ln  thc Europcen  Connunl.ty
Lr a scn8iti.er lndtcetor  of dlrcction  and apeeil-on tbc roed to r  u!r.t.al Europc.
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Forcrord 1
Rather than trylng  to apl1t oursclvce into  all-out  rupportcrs  of an ilnciU.atc
&otctery unlflcetLon and lccptlc!  about thc rhol"e lilce of  purhing [onctary beforc po-
lltj.ca1  unlfl.oatlon,  t.  ahould tlcnotc our cffort  in  cvaluating tU  glg  and @!!!g
lnpl1ral by thc [orncr  Plea or ant oth.r  propoaal of  stcpe to a full  Europcen  Econonic
UnLon. llhe choloo bctrron altcrnatlt.  pla!!  ls  up to  thc poJ.iticLaaat tc  nuat elnply
neke than er rrlrc  aa poociblc of thc ccoaonlc antl coclal inplioatJ.ona of  these pLalr.
Pcrsonally, I  rould fccl  rathcr  illctrcaccal lft  aa a rcsult  of our cll-rcuaalonat
re relnforccd aooc crltLcsr  oplnlon (c.g.  Cooper 1972, 9. 5) tfrat Europcane  to-day ucrd
a ltEonorhat s.rcaDr aubJccttr aa a ncr aynbol for  epurrlng Europcu politlcal  unlflor-
tlon.  If  thie  lg  ao, lct  ur acrloualy rcconeidcr the subJcct to nakc 1t ]99ll arcanc
and thGroforc Eorc conprchcaeiblc  to thc nl.nde of  our prcmnt anil forthconlng pollcy
nekcra.
Forcroril  2
Uy attcntlon  rt.I1 bc focuaacd upoD short anil mcdlun-tcrn  problcnrr l-.e.  th6
ro-called traaaitloa  phaBcr alnca I  fcel  rather unable to oakc plaJsJ.b1e  and tclteblc
aegertlont ebout a rorld  rboae problcne  ancl congtralnta  and polltlcel  nachincry erc
etll).  largely  unknorn. Thle aloca not dcfinitcly  tnply e plcalSc for  the atatua quo but
rathcr a convlnctLon tbat ln  a narkct cconony long-raa8c  plannlng  and optionet bcing
a varlr aerloug nattcr  ln  tcchnology rnd B.n.ral1y ln  phyalcal aclcnc€ar  1r e ouch IGa!
rcllablc  basia for  gcrlous lnvcstlgatJ.on ln  the flcl<t  of aoclal gclcucca. I  thlnk  long-
run targcte must lndc.al bc dLrcueecd,  nuch llkr  poLltlcal  phllorophJ.ca  nuat givc
aubgtince and notivation  to blltorloal  policy  optJ.ona, but rc  should care to bc ag ar-
tlculatc  ancl pregnatlc aa poaalblo th.n  laying  alorn proporala for  to-tlayrs pollct
nakcrB. Llkcriac  re lhoulal barare of undcrnining our govcrnnentsr alr.ady  gtrclccal
ggSUlI  by rcuaklng  on the lnternational  6ccn. thc aamc liatakes  that havc so
oftcn bccn nealc at  thc natlonal levct  (I  an thllklng  partlcularly  of thc rcccnt
ItaliaD  hlstory  of  toononlc  pollcy  end progranalng), i.c.,  apurrlng pub1lc cnthurla.n
about anbltloaa goalo and thcn teklng contradictory etcps aB sooD aa thc ccot|onlc rnal
polltlca1  cltuetlon  cvolvca 1l  an unfavourablc  allrcctlon.  Announclng currenc]r egrcc-
ncnta and tbcn auapendiag thcn durlng parioda of econonic crleee 1g a far  rorse rlgk
than delayl"ug thc proccca of  fornel ggIIgX  uniflcetion  rhllc  gradually  approachlng
(nonctary,  fleca1,  etc.)  poI1cy coorilinatLon  and flacal  Lnetltutlonal  barnonisatlon
(1).
r. !!ilges,
It  la  paracloxlceL that  cincc the Barre rcport  raa lsEued at the bcginnlng  of
1969 Ew countriee:
(1) Ueadc (195?)t Snlilcr (196?), Jay (19?O), W1l1.tt forcr (r970)r anong othera, put
a alEi1ar cnphaela la their <llscusglolt of thc proJccta lor a Europcen  loncy.
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a) aitJurtcd  thclr  reclprocal parltl.!  !or.  frcqucntly tbln  rv.r  brforc  rft.r  ll  III
eral rc ob!.rvcal Franc ilcvaluetLon end Dil rcvelurtlon  la  1p6!, f).oatlng  DM end
Snithaoaiaa rcallgnrcat  tn  1971, floetlng  pound ltcrU.Dg ID, 19?2 (rhet  la  th.  197, fol.-
crat  for  th.  Brltisb  pourd end thc ftelten  11re?) (1)i
b) introduccd capltal  controla,  capcclally oB ahort-tcrn  florl,  norc thea cvcr bcforc
rincc  1958 cotrv.rtlbillty.  Natloaal Bovcrnoanta ney rcll  bc lrrrtloarl  but lorath.r
alao ccononiata anal Eurocrats  nay bc uyoplc (or too faralghtcit?),  !o rc rult  rrad.tltlnd
rbat the propo6el of European llonctary Unlou (EMU) la  all  about, hor Lc tlr.  DotGtrrt
aphere rclatoal to otber rlonrine, bor lntra-group payncata tllecqulllbrh  crtr bc fectd.
In shortr rhat ls  the best ltrategy  for  attalnlng  an offl.clcnt  end cqultebJ.c  Europcen
cconomLc antl political,  unlon.
I  rlll  trJr to J.nvcatlgatc the follorln8  ilsucr!
a) problcra larolved 1! alcflling  an rtcqullibrLun  cxcban6c ratcrr for  tbo EEC lrle  lr  I
rhole and for  each EEC ncnbcr, h.ncc crltcrla  for  aot dlaoeriling iutre-group prrlty
adJuatnenta  during thc phaec of traarl.t  to a ful1  ccoaoalc ualou; thc er6ulcut rl11
partly  hlngc upou thc rroptilur  currottcJr ueerr dcbetcg
b) ncaaiag  and lnpllcatloug  o!  thc targct  [barnoalaatloa of  nonctert  pollot..[  botb et
a step to and an aepcct of e fu11-f1.dgcd  loretary  unl.oIrl .!d
c) altcraatlvc  approachca to capltal  eccoult adJuetnclt.
Thc tala!  fron a Europcan  noncy (or,  es a firlt  !t.pr  fto!  e collltttont  to
glvc up lntra-group peri.ty changorf 1.e.  lrrcvocabl!  parltt-flxetlou)  erc crpounihd
by ilundall (f969) aa follore:
1) reatore govcruncnt cortrol  upon ccononlc poll.cJr rhlch ta ilcvltrbly  ripoil  erey rbra
.expcctatlona of prrlty  changce lnducr rasaivc shlftc  of  apcculatlr.  tuDdr (blg Euro-
companiee havc elergcr belencc ahcct the[  nogt Europael coatro], benks);
2) to rccovcr rrLStrloragc  fron loncy crcatLon to Europran coatrol berkr:  ao loag r
thc dollar  la  thc naJor currcncy, thc iahcrent tcniloacy of  tha lntcrnetLoarl  oorrr^[ltJr
to uB6 a coanon lnternatlonaL  noncJr (gcc noclcra thcorilr  of  roacy a!  a oaallu! of rr-
changc, etrcaclng lnforoatloa  and traneqction  coetg) brluga about e rhift  of  rcLglLor-
agc fron SovernncDta  to large nultlnatloaal  beaka tbrouSh thc proocaa of Eurocroillt
and Eurodepoelt crcetlon;
3) a atrong Lnocntlve to curtetl  US balancc of payucnta defJ.eltt,  alncc forrlga  otf!.-
clal  anal privatc  dcuanil for  dollara rould pctcr out ar th.  dollrr  1a rcplecrd by
Europa as traaaactioas,  Lntcrvcntion  anil rcscrrrc cnrrclcyi
4) a elzabl-c rrrrrva  aavlng by Europcaa  orebcr banks aluc to  ccoaonl,cl of acrla la  fl-
nancial nalatGncnt (ilvcutory  prl.nclplc),  dlnlnlahiag r.ltht  of  for.lg!  trarlc rcletivo
to thc arca GNP (laternrllaation  prlnclplc),  feIl1ng rlck  of r.rarr.  leDrg.tclt
(iagurancc princlplc).
(1) If  rc includc perlty-chaagcs cffcctcil  in  the ecconal half  of  '1969r tt  concl out
that Ln thc Lagt thrcc ycare thc tr'rcnch fraac hac ilcvalucd vir-i-vlt  thc Drutaahc
lfark by Eora then 20 S (alnoet tO % tt  rc takc tbr  for-Sll.throalea perl.tl.rr  et  tbe
cnd of S.ptcnb.r  '1971).
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A fifth  etguncnt  la  preacntcd not ao nuch as a gei!  fron broadeaing  aatlonal
currencJr arcag brt rathor aa a failurc  of  lntra-group parlty  changcc ar en adJustu.nt
rlevLcc duc to  thc dlaappearancc of aoncy !.llualon.
Pointr J) antt 4) are accontlary argunanta elacc conc 6ain froa rcscrve-lerlng
and e lraaencd rol,G of  thc doLlar ae an lntcrvutlp!-cunclcJr  aa! be brought about,
pcrhapc norc alorlyr  by a proecar of offlclel  Lntcrycntloa  la  Europcen curancl.a!!
both atepe rhlch do not inply  perlty-t6s11ng as e noc.alarJr conditlon.  Ihcrcforo tbc
attcntloB riII  be focutecil upon polate 1),  2) anil 5).  Eerc fol1or  rod. countcr-
arSuoGntt.
2. Ionatary ro"orciEnty and lrlaal,oreEc
It  is  obvLoully truc  that  thc grorl.ng eizc anal ollgopoliatlc  gtructure o!  thc
Eurodollar Derk.t has crcated nore and nore dlfficuLtlcs  to Europcau  [on.tary  ruthorL-
tlea  Ln thc purauit of netionel targetc aad 1t 1r cqually truc  tbet  lagofar ac tho
process of Eurodrpoalt and Eurocredlt  crcatlon ic  frce  fron aay tradltl.oaal  banking rc-
SulatioD  lnorceaing rcnta of lnt.rtrralietlon  ere eccrucit to Eurobaakc.  But I  fall  to
aer hor eLl thesc incoavcnicaclB  ca.rl bc cl-Lnlnatcd by ratifyln8  cartral  balkar porcr-
Lcsgncac to coatrol  thc procrae ot  ooacy creatlon.  In Laffer  ('t9?O) aaa }luld.U  (1969,
1970) rordcr a flx.d  ratc  ayrtco can b6 ilcflncd as a rulc  by rhich gov.rn!.[.t6 control
the prlcc of nonry and 1ct 1ta quantlty bc frcclJr al.terlltr.d  by tb.  rarketr  ae opposcd
to a flexLblc rate lyrt.n  iE tbich  thc pri.ce ia  free to varJr rhl.1c th.  narkct lt  uneblc
to alter  thc noney-rtock  flx6d by nonctary  authoritlcr.  ([hlc  acflnttlon  1r otrly per-
tially  eatiofactoryr  tn  that  lt  ltnorcs  hor rcal  variablca  edJuat to parlty  chang.rr
ualese one etrlctly  aalh.res to orthoilox .nonctarirt dctcrlinlaBr  but is  gooal for  our
purpoocs).  fhat  thie  definltlon  lnplica  for  lntra-EEC flxcd  cxchaugc ratc!  1.  tbat  for
erch nenbGr oountry natlonal oonetary rutborltlos  glvc up eny ett.npt  to control  roucy
aupply rh1lc thc EEC erea ea e rhole;  by lctting  its  rxchertc puity  fluctuatc  vla-i-
vis  thiral cnrrancl.Bf caa pur.u.  th.  nalntonancc of e BXra! uoucy-stock tar6ct.
Tro qucstl,ona can th.!  be ralBcd. llret,  to  rhou ahould tbLa nonctarlr aoycr-
clgaty bc rcetoreal? To a truly  Europcan c.[trel  bank. But, rhcrcaa prarcrrt latj,onrl
ccntral  banka, at  leaet for  aonc EEc-couEtrlrlrr ela rlorc or lcae eubJcct to  govcrn-
ncntel control,  a arr  Europcan ccntral  bank rould b.  lu6aly  Lndcpanilcut of polltlcrl
bounclarlca, iluc to tbc prcrcnt ablcnce of a connon Europcen govcrourat. Ths cholcc lu
favour of  thc inalap.ld.Dcc of noaetary autborltlcc  can bc raaBoneble but la  untloubtcil-
ly  controvcrllrl  rDd oruot  ba tecitIy  ucuncal a! thc rraaturel| rolutlon  (f ).  fnfa
ralgeg thc alrcady okl-farhl,oncd treuc of  perel1cJ.lsn bctrcen Don.terJr and cconolLc -
polltlcal  uaiotr. Sccond, lBtrrt  th6 auggcation to givc up lltra-8roup  pulty  chan8.! r
sort  of  thcrapy that klu-s  thc patlcnt? Thc und.rLylng phlloaophy 1r thatr  rlnoc rc-
(t)  flc  aan! arguo.ot eppllca as e aarlous rcaarvatton  about Magnlfl,co-llllielronrt
?t9?2, p. 8) propoaal of glvlng prlorlty to thc cltabllrhr.nt of e r.r  E[rop..tt
Bauk ritb  rre!,gnlflcant porer to lnflucncc ncnber coultrl.a antl a vcatoil lntcrcat
ln pronotht  hernonlgatLonil end thc provieo that no aatlonal vcto porar cen b.
oxertcd ln dctertl.ninS tbc Europcan  ooncterJr polict.
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dcvaluetLon-lnduc.d  rfuc  La aharcholclcrar cerala6a lceda to outrerd rhlft.  ln  tbr  l{DI
schedulc,  incrceaed lavcatncnt, Icedlng to  LncrGu.d clployrrnt,  rfuia6  e66rc6etr ilo-
nand, accclcrator cffoct  rnd ao on.
Tcxtbooka 8lrcraLlJr lgnorc thir  allttrlbutl.olrrl  .ffrct  of  ilovelurtj.o! rlat thtt
thclla1vlB to blgbughtlng tbc crployncnt .ff.ct.  Thoy fall  to notlcc  that,  ctprclelly
i!  r.ccnt  Jrrarsr l"or caployrcnt enA lor  profttebLlitJr  rr.  oftrn  porltlvcl.y  rrletrd  rltb
cach othcr.  On thc othcr haud, ea Frcach rnd lccrican  c*prricnort  (thc Il,xoa ter  .ur-
chalt.t)  shor clncc 1!6!,  atebll,fuatloa pollcy-ark.rr  1r...!ribI.  to proflt  ,.!itl-
crtorr  as rc1l  er olploynoat lcvcLr.  Ihle  la  e oorr.ct  ettltudr  to th.  crtrat  thet
brcaking a rcorasloaery ap1re1 oftca irpllcs  e ilcclrlvo  lpur  to profl.tr  rnd d.rud.
Oncc thc .n81nG rtarts  runnlnS at  fuLl  rpoed egrln,  rrny problorr of  cort-lafletLoa
and pcallnlrtlc  upcctetloa!  are rapidly  roLvcct.  Thc crport ..ctor  ott.!  r.pr..G!t.
a Ycry good outlct  for  cuch a rtretegy  of eccclcratir8  alo!.rtl,c productl.on,  gtr.t  th.
!.latL".ly  larger opportual.tlcr  of lcctlng  an oxpendlng dneail for  ea lacrcglag  levr1
of  output.
Of courar thccc coaeialcrstlonc  ilo not op.n tha try  to colpctltlvr  al.yrlurtl,onr
ea an caay bcggar-uy-neiShbour  pollcy of  proootlng orployrclt  ead productl-on  rnd L!-
creaaing cech countryrl  aharc in  forcJ.ga rerk.ta.  Ihat  elL thla  rro[lrtt  to  !,a tbet,
even allorint  fot  cqurl Phill-lpe'  cutv..  (1) ana cqurl lergLnel proprurLtL.|  to ltr-
flata  throughout thc ar.a,  olro cannot r!!l!.  a atablc lnfletlol-uncrployna1rt  tredo-off
euch that parlty  changca bccoEG un[cc.lrer;r.
Al proflt  Eergins aad voLunr arc Brotlng uncquelly oti cyau uodrd,  ta  rtor1g
conpGtlnt bualncae flrnr  rithl,n  thc EEC''duc to tb.  rhole tct  of atrlcturrl  aad ot-
cLlcel alJrrlrtrlrrr  natlonel govcraocuta  clnnot ba ilall,ffarclt  er to  tbr  potcatlrl  cor-
petitivcacea of  buaLncac llrnc  locatcd rlthln  thcLr ora latloul  bonadrrlcr, lvra  br-
fors all  tblr  ir  dlanatic.}lt  thorn bJr roarlug crport rurplu..r  or dcflcltr  la  the le-
tioaal  treilc baleaccr. ft  could bc tbat !.Eb.r  govrrnrcatr oar.a to thlak  ta  t.rrr  of
doucatLc tradc-brlaEc.!  eEd iloncatLc burlnrrs  flrlr  and b.cor.  ltrdltfatr.lt  er to  tbr
Locltlo!  of  ccouonlc ectlvity  throughout thc CouulLtt  u.r.
Hcrc rc  frcc  th.  lrtuc  of rctiorrl  rlcvcloprclt etil  factor  robillty;  rbich  1111
be dlccuaacd  1atcr.
4. lloactery lLluaion and cffcctlvcncet  of  perLty chen8ee
Sincc HoKlanon (f95r)  rtrcls.d  that  for  aa op.n.colorJr d.rrlurtto!  t!.rtl,
lnpelrs  prl'cc atebllltyt  thc illonoy llluaioarr  erguorat hu  b..l  Lncrcarl.ng1y  orLl.al
on by oppoacnta of  l1cx1blc ratrl,  Horc tradltioneJ.  ugurrntr  (trad*ar  u11a.rtrl.11tlrr
!1!k  of dcrtabtlirlng  apcculatlo!r co6t of rclourcc r.rllocrtlo!  botrc.n dorettlo  end
forci.gn ccclors) h.avc b.Gn llryok.d lcec frcqucatly.  thc hlth.!  tbc retlo  of  trrrlebb
(t)  Hcrc equal.rhlfta.lu  Phtlllpr  curv.!  uc  llro  ea.ul.al. thie  rm  e poLlt ti...al  l.!
Flcningr e (1971 b) ertuncat about corta and bclcfLtt  of, currcncy ualficet!,or,
rberc a stabla lchrdul.  ret  poatulatcrl.
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to non-tradablc goocle, 1.c.  the norc opon an Gconollrr the Lcee like)"y ia  noncy illuaion
to opcretc. Iith  e11 probablllty  any dcyeluatlon 1111 raisc  dornestic costr of  productlon
and costg of  living  silultaucouely  (hlgUcr priccs of  iilportcd  con8uDcr  rnd produccr
good!r hcncc prcrcurca for  rroniDel ragc blkee in  ordGr to  kccp reel  ra6ca fron fa11in6),
ao that  thc po61tlv. iEprct  upoD export.rsr  coDpetitivity  rill  b€ at  lcast  pertlrlly
atorl.Il"acd  rhl1c lnflatlonary  crpectetion.  and thc dcterlorating  of  ilooeetlc noncy e!
a ator.  of rrluc  rill  encouragc capltal  fi.t8ht  torertla nore etable curleacy ltear.
tbeac rcrc  thc baslc argunentl lcaallng Ucl(llno! to  euggest  rropencasr!  ae a crltcrion  for
Judgtng tb6 optllrllty  of a cu!r.!.cJr ar.a.
HorG recaltly  the ar8urantr hare bc€n reaxaEllrGd  and refincd  by Laffer  aad
}lundcll. D.spltc  thcLr thaoretloel  roundrcaat  th6ir  practica). relcvancc ia  aubJcct to
oeny rlsorvationg.
Flret,  thc rholc aotlon of noncy lfluel,on  appliecl to  develuatlon doea lot
apply aynnetrlcally  to @!ggt  Bivcn pricc and raga dovnrard etlcklncsa.  Aa a
nattcr  of  fact,  rcvaluation can be corrcctly  thought of  ae an anti-lnflatlonary  dcvica
(e.g.  Caaada,  Gcrneny) 1a the preaence of rortd  lnflatlouary  pressurcrr  especlally for
countrlea etroagly dcpenilcnt  on forclgn  eupply of rar  [aterlale  ancl food etapleo.
.Scconrl, thc a.rgunent harrlly applics to many invigibles  rhose r6lc  nay bc cru-
cial  in  the adJuatucnt of balancc of  payncnt! or currcnt account. Pcrvcrac coct l-nfla-
tionery effectg of  rlcvaluation upon th€ atonestlc econon]r arc very unllkely  to apply to
ltema 6uch aa net invcetacnt, inconer tourlen,  enigrants'  remittancco.  whll-e thc enpl-
rical  evidcnca  sbout past alevaluatlona ln  Europe is  not clcar-cu!  (1),  one is  at  leaat
aLLowed not to  aliscaral parity  changcs aa an adJustnent tooI.
Thlrd,  thc argunent that  beneflte fron devaluatlon are only of a rhort-run
character le  not very convincing, alnce:
a) nany Lnclirect positive  effccte  (e.g.  stinulue  to rieing  demand Gxpectatlons antl to
inproving productlvity  for  Lntluatry  aa a rhole through futler  cepacLty  utlllgatlon)
take place aftcr  sonarhat longcr dcleyr and can triggcr  off  a crucial  turneround 1!  e
period of  cyc).lca1 eluggishneas,  ae haa alrcedy bcen ncntioned  above;
b) thc boundarlr bctrcen ehort, oedlun anal long run Ls quLtc blurrcd,  as conea out Yary
clcarly  rhcn conaiilertng rccaat ilebatce about Britiah  .nd ftalian  stagnation inducoil
by rroa6 ttablllestlon  policier  or rather by ilstructuralrt  deficlencies.  (In  raalitlr  tc
got a nlxtulc  of  both causcBr although  nost publlc oplnion 16 easl1y deLuilcd  by
rretructuralletrr Lntcrprctationa,  forgettl-ng  the laggcd effccte  of nonctary  end f16ca1
policlea  of  the rrong tJrpc anil at  thc rrong tine).
Fourtb, one cannotr a priorlt  aasunc
tranal.atcd  lnto  prlccs unifornly  through thc
lator  ncchenlous  for  ragc!r  the rar  natcrlal
tbat  the devaluatlon nar6l-! r11l  ba fu11y
industrlal  sector.  Much dapcnd! ott caca-
valuc adilcd contcnt of cach lndultrir1
(t)  Scc NIr,SR, fhc Effects of  the Davaluation  of  1967 on the Current Balancc of  Pay-
oentr,  Econonic Journal, l{arch 19?2 (rupplenent)t p.  442-454.J.I
acctor, poseibl. affcct!  of rpproprLrt.  nceBurca of  fllcrI  tulLng (rctluccil trxrtLott  oL
fooil, geaollne, ctc.)1  bchevlour of  non-regc lnflatlonery  praaluraa lucb too fo"totta!
by Phtltlpar  curvr edcpta (boualag end rctail  diltrlbut{or  r.rtr,  belk latcflcdiatloa
nar6lnar po!.lcy-inducrd  riring  coat of cr.atit  rnd eo oa).
Fifth,  lhclcaa lt  Is  rcrronrblc  to llau[a.r  falt  dlreppnranca  of rolaJr
illuaion  rhcn r  country epproecbca !u11 uployncnt  eltrl l[flatlo!  (la  tblr  or.a trrda
uDloBs, bai[g r.rl-laconc  acalltivc,  rill  ba rardt  to ecccpt rrveluetiolr  u  Gureay
ald Jepen hevr clonc)! lt  j.r llkcrl.rc  rceaonablc to trtull  thet  tnd.  ualolt  bacora
norc cnp1oyrcnt-acnrltlve  thatr rcal-regc acnrltivc  rhca e country feorr  high uanploy-
oeut (L.c.  UKr Ug) ud  thercforc can stllt  eccopt thc eort of  rolr  loary tllurloa  lf
lt  Ia offsct  by thc porltlve  cnp).oyrcnt .ffcct  of  dcveLurtioa.
In conclurLonr  nucb cautloD, 1! ln  oralcr rhca prrlt  obra8cr er ra cffcctivo
atlJurtncnt ncchrnLru erc to b. rulcil  out cvan 1a e rorlil  of  grorlng Latcrdrpru<hnor
aad 8trut8l.  for  iuconc rcaliltrlbutlo!.
Onc cloriag  rcnark can bc relaod coaccrnJ.ng  thr  l,tcKialol-ltrrldall ergurclt  of
pricc-rtablJ.lty  uadcr fixcil  ratca.  Glvcn rhat hr!  b..n  niil  ebout dltrort.lt  oconorLc
pcrfornancc of  EEC ncubcrg irpelrlng  th.  cr.allbillty  ol  rcnbcr Boy.rtrlclt.r  corrltt-
ncnt to a pcrnancnt ralntenancc  of  cxlctl-n6 paritlcr,  lr  J.t rully  tru.  tbrt  plioa
lnstabillty  rould bc grcatcr uDdor e aJrlt.n of  frcqu.[t  ltltrr-Broup  perlty  rdJlrttr.lt.
rathcr  than undcr rn offlclalLy-dcclarcil  fixcd  ratca ayrt.!?  So long u  lntrr-group
noactary relatlonehips tcnd to bc of en edJuatablc-pcg typr  rethrr  thea of r  full-
flodgcd econonic  end oonctery u!lo[  ol.  crn b. rrthcr  rorpticel  about prl,o. .trblIltt.
Glvcn the vcry 1or lnount of corroct Lnforletlon  and tho hlghly orotl.oael rttitud.  of
roat rnrll-ncill,ul  alzo firo  nenagcrs ln  thc prr!.ncc  of  crpcotrtlolr  of  rhoactlly
crlaelrr,  it  rccna felr  to arsuoc thet  rorra lrratLonrl  pricr  rlarr  ct'n br arpaotad urr-
ilcr a ayrtco of rccurrant perlty  rrlitlrants  then uldar e rort  of  plennrd govtnlrat
coorillnatcd cnr11n6  peg (!.c  b.Lot for  obJcctloar buce upon lp.ouhtlyc  cepltrl
flore).
5. Rcrlonal ad-'lustncnt. faetor nobilltv  rnd nonctuy uaioa
Accordlng to thc tradLtlolal  lntcr[etlorrl  ud  1nt.lr.glotrrl.  tndc  th.orti
rcgional rllrcqulllbrle  rhich nlght eri6c rlth.dl  r  glv.n  sunslot  rr.e  rrc  eutorrtl-
cel1y adJuatcil through factor nobll.lty.  Short-tcrr  borrorlng bt  beak! ln  tho dcflclt
rcglon rll1  glggg9  thc alcflclt  rhilc  pri.cc, crployrcnt rad llEf gchcdulc rhlft  rffrcte,
brought about by labour end 1oa6-tcra capltal  fLora frol  tho doflclt  to tho rurplur
regionr, rL1I caaurc tho proccea of .$igg!gg!.
Indocd, factor robiJ-lty rac thc cruclal  (aufflcloat)  coadLtLoa for  drllnlag  en
optlnun curctrcy arce ln l{undcllra (f 96f )  flrat  pathbnklag  coltributlon.  Ulfortur-
tc1y, thlnga t.t  ruch norc conplicetcd rh.!  thc nodcl 1a tcrtcd  r8elast  reellty.
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It  io  intorcstLnS to notc thatr  enong othera, Meade (1957) g.nd fcager (f998)
cenc to an aLnoat oppoaltc concluel.on; free fector  nobility  inplies  flcxlblo  rates
anong rrglona until  they arc able to  Joiu in  a full  econornLc unlon. AJ.though their  ar-
gucnentr based upon the tradl-tl-onaI eticky  pricea-flexible  ratee trade-off  doe! not
appear very convincing  in  thc llght  of  oodern nonetarJr and inflation  theory, I  thlnk
lt  can re-f.ail  ea foLlore.  Unleee sonc ncchaniam  help kcep productLon  and purchaaiag
porer :lncrcaeea roughly cqual throughout  the area, frce  factor mobillty  rill  rceult  1n
pcrnanaat abifts  of capltal  and labour fron rcglone of  lor  productivlty  and deficj.t
rcglone to regiona of high productivlty  tnd lurpLuo, rith  lnpovcristing  cont€qucnoGa
for  thc former end pcrhaps  6xt6rnal.  dlgccononlcs ln  thc l-ettor.  Econonl-sta  have long
lj.nce rcal,iEcal that,  conl,ng frou thc tlnelesa  anal spao.loEs torlal of  pcrfcct  conp.-
tltlon  dorn to aerthr frce  factor  roovcncnts falL  to ensurc maxinun eocial relfare  in
tct.n! of optinun rraource allocatlon  bccause  of  the accuEulation  of  causes of the re-
euJ.ting regional dlsequllibrie.  The6a po1nt6 have becn etresged in  early rorka by
Myrrtal and Nurkse, ae rel1  as Ln nora recent pepefs dcalJ.ng  with the procesE of  ccono-
nlc anil nonetary unlfication:  aec, c.8.,  scitovski  (195?), Lanyl (19691 p.  18-21)l
Ka1dor (19?o), Flcning (1971b, p.4?t-4t  481), Magniflco (197'l). Ae r  havc already
ehoun elsetherc  in  greater detail  (Onida, 1972, p.  J-9),  1or productivlty-dcflcit
periphcral ragiols  are likety  to graduelly  rorBen their  orn poeitlon vls-A-vls  central
reglona follorlng  free factor  novcnenta 1n the absencc of appropriatc offsctting  po-
licles.  The export of  hlgher quality  workers and long-teltn capitel  re6ulta ln  lagging
productiyity  grorth and dowward shifts  in  the MOI schedule  in  the "pcrlphery" area6.
Fa1Ilng production ln  the 6anc aleas in  industrie6 characteriaed by lncreasi!8 rcturnr
to scalc aLso neane roreening competitivlty  (verdoornre  lar)'  DifferenceB  ln  input
coefficlenta  aoong industrles  nake nore advanced reglone  unable to  fully  absorb rorkerB
left  uneruployed by ulderdcvelopeil  reSlona (th15 point uas etressed by Kenon, 1!68,
p. 4t,  49-50), and so on.
Aa Prof.  Glersah atreaged at  our firat  nesting, there nust be ron. rcason rhJrl
dccpite thG uniloubt.illy  exccptional grorth of traile anil factor  nobility  brought about
by European  econooic integration  in  thc 1a6t tto  decadco, re keep finding a strikinS-
Iy  re8uler gcographlcal  pattern of uncnployncnt ratea. rieing  as te  8o froa ccntral  to
nore perlpbcral arcas of the Europcan  Connunlty.  Fundamcntal diecqullibria  (rr.iruc-
turalrrcxtclnrl  paynertg deficlte)  have far  rorse iarplications for  undcrdcvclopcd  re-
gione, rhich  do not nanagc to 8et short-tern  capj-tal inflor,  than for  dcveloping
&r.as ;hlch  drar productive inveatr"nta.
Ihc forcgolng considcratlona have pronptcd eone authors (e.9.  Magni"flco-
tvl.Illaneon,  1972) to Etrcas a sg.iglglp.gllgl  approach to  the European  econonic  and no-
nctary union, relyi.ng upon fisca)- transfers and credlt  facilj,ties  grantcd to the peri-
phery in  ordcr to offeet  the undcelrable  inplications  of  increasing factor noblllty
undcr a currencJr utrlflcetlon  agreenent. Thlo approach indeed d.se.vea full  attcntlon
but an excluslvc  enphaais upon regioneJ- policiee  may be miBleading in  the light  of rc-
ccnt exparicnces (I  nugt refer  to the Italian  case but I  aesunc there are nany analo-
glee rith  the UK and Frcnch eltuatlon).
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Firstr  ln  a narket  GconotrJr dirguieed protcctionlan of perticular  lndurtrl.cr
throu8h sp.c181 crcillt  end fl-scal arralgcnente or crcn through Statc-olncd  rntrrprlrrr
crn bc e bighry rlsky  cholcc, ea ls  any type of infaut-l.aduetry protcctionler.  t.rpo-
rary facilitl.r  tcnd to  bcconc pcrnancnt featurcs of a etructurally  undcrdcvclopcrl
ccoltodyr  failure  to .truggl.  for  productlvl.ty  hea dllastroutr cffccts  upott thr  flrncl
ability  to conpctc rlth  unprotcctcd  onca, bad hablts aad Lncfffcl.rBclc!  t.nal to grot
parellcl'  to thc lncrcaelng rnount of  traaafcrs,  innovationa arc legging, end rlrl-nt
coetc fron ragc ccttlcncnta,  far  fron beconing a chall,e!6c to lnprovlng cffictcnctr  lrc
paaalvel"y tbruet upon publtc financing  of  budgetary  dcficlts.
Sccond,  ccononiee guch as Ital.y affectcd by gcographlcal  and lnduatrlal  ilur-
1lsn ln  their  dcvelopnent  can hope to Bladually abeorb uncnployacnt oaly through e
sustalned grotth of  enall aad roediuu-eizc flrma,  given the lnh.rant  tcndsncJr  to rttopt
capl-ta1-intenaive  technlquee by large-elze cnterprisea  (iupact of nultl-natioDrl  co!p!-
ti.tion,  inport  o!  flxcd-cocfficlents  technology A La Eckhaue).
But sna1l and ncdiun-ELzcd  firna  are l"esg 1ikcly  to gct a grotiug or at  lcrat
a atable share of regional po)-icy faclliticsr  ae 1e provcd by v.ry  r.crnt  dcvalotiatrta
ln  the Statc-sponscrcd  financing of Southern ftalian  dcvclopncnt  (lar  e6 Octobcr 1pfl,
no, 8t5 concernin6 ner regulatlonE of  Caasa per iJ- ilczzogiorno  for  thc  19?1-19?g pGrloali
eee Grazlenir  lg?2, p. 5t-59),  d.uc to a lorer  lobby-porer relatLvc to bcg flruc  aaal to
a deflnite  intere6t  by lnduetrles located in  central arcae to kccp a nanporer rclerya
pool i.n peripheral  regiono froq rhlch to ilrar  flom thelr  orn expansloa. AlBo anall  aad
ncdlutr-slzcd  flrns  arc uore 3.ikcly to bc badly hit  by thc inpact of nonctery r..trelnta
(credit  ratlonlag)  oring to thelr  leseer abllity  to 6nter thc sccurlty  rarkct  for  ex-
tlrnal  flnancing  (ece elso the folloring  sectlon for  lnplicatione  of Don6tart  pollcy
ln  a culrcncy arca) (f).  fne inplicatione  of  the forcgoing rcDarka arc of both abort-
run and long-iun character.
An all-out  regional. poticy approach lray hj.de eubetantLel  distorslons ead ley
occaelonally bc nuch lssa lel€Yent  than a comect Keyaceian pol"lcy or dcnand nenrga-
Eent. The Italian  expellcn.ce  durlng thc last  dccade  ahors that,  ilcapltc a lg€Lvc
apparatus  of lcglrlatLve  protcctlonien in  favour of unrlcrdevelopcit  rcglone, thr  due-
llatic  bias hra galncd atrcngth and regional inequa11t1c6  hs.ve tro6.  (fncooc par or-
plta  in  Southera  Italy  haa bccn faIllng  aa a porccltagc of  thc natLoaal  avcrrg.).  Dcr-
tablliaing  fiacal  policy tn  1964 and 1!/0,  togcther rj.th  thc lagged end long-tcr!
lnpact of  tro  noactary rectlr.Lnts In  196r-64 a'nal 1969-Z0 (both raluly  rotlvetcd  by br-
lancc of  payDGuta  tllfflcuLtiee)  bear aone reaponaibility  of  cuch a stetc of .ffel,r!.
The lack of correct gtabllieation  poticiea la  boun<l to brlng about cllatortlon.  1aal to
Perpetuats aaynnetrlea  1n re51ona1  devclopnent that no reglonal approaoh caa roellril,-
cal1y off-sct.  Factor rnoblllty  uakea no nlracles,  or eycn ror66na tha l4harcat biraar
(1) Magnlflco-lillLereon (t972, p.19)  acknorledgc thc aaynretrLc regional.  iopect of
Eonctaly tlghtcuinS.
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of region8lly  unbrlrncGal trorth.  But thcn thc inportant ieeuc becoucc trot ao nuch a
trncral  agrccr.rt  about e ccatrelly-controlled  cct of rcgional polLcy ltrt.rvctrtiolt
but rather a corrcct untlcratending of  rhat  ecouonlc  pollcy  (an<l partlcularly  aonctary
pollcy)  barnoni.atlon entrlla.
flhen arseaaing thc prospecta for  a Europcen culfency er.e a qucrtion ilcfinLtc-
1y eriaca thc anarcr to rhLch alo.a not acctr verJr airplc.  If  rc  look at  thc rcc.nt
hlatory of  thc USr UK atd ltrly,  bor coultl re ratc  thot.  curr.ncJr rrrr!  ltl  tcrnl  of
ovcrconing rcglonal illeequillbrla?  Cen thc US expcricncc  of  labour and capltel  nobl-
Ilty  coupled ritb  a fcderal 6J/rte[ of unclployne!,t conpclsation bc ecluacil ag e noalcl
for  Europc? (1).  Couldn't  Appallachlan  dapllvatlon aarl dccp-g6o11t chrotLc ulclploylclt
b.  looerhat rcl.etGd to the very fact  of  frcc  factor  noyGoc:ltr  antt currcnoy uttlfica-
tlon? Hor about tlaLea endAcotlan<l?  Bor about the gricvancca  of Afiiaen Sovernlcntc  bc-
longlng to thc Franc zonc (a currcncy  erce) about coalcrvatlvc ccononlc pollclc.
follorcd  by ccntral  authorltios  an<l the drala of  loca1 funds to thc Fronch flnenclrl
enil nonctary  market (ece P. Fabrs on Le llondc, 2 Deccobct 1972t p.  54)?
Ag far  ag I  knor tbc histort  of Southern Italy  ia  rather lnetruotivc  in  thlt
rcgard and nouc of ua, for  aurc, rould like  to  acc Italy  as a canalldatG for  bcconlng
the }lezzoglorlo of a unltcd Europc.
5. Harnonlzetl,on  of uonctary rollcica
So far  1t  haa been rtrcascat that neithcr  autonatlc  adjuatuent through fector
nobility  nof a prograo of r.glonal  lncontivcr  antl invcgtncnt! cen rauonablJr  ctrlurc
thc att&l1ncat of a balanccd grorth tbroughout  the Europcen  Conduttity.  Pollcy nlx.!  ii
la  l,lundcll. (1962) rlthln  a nonetalJr union can caaily  boconc an unfcaciblc aolutlon for
cnturing for  .ach ncnbcr countlJr thc ainullatraoua  cxt.rtra1 a[d lntrtml  .qulllbriuD
aince pcrfect capital  nobllity  preyentr a partlculer  coultrJr fron kccpiag intcr.6t
ratea illffcrcnt  to  the Codnunlty }cvcl.  Moreover, thc policy nix nodcl la  aubJcct to
so lany llnltatlons  tbat radlcally  haupcr It!  onpirical  relcvancc:  ltr  thort  rur
charactcr rulca out cffccte  of a glvcn budgcterJ and DonctarJr nlx  uPon rocunulatlon
anal grorthr  lts  static  aasunptiona overlook poaeible perverac laggcil Gffect of lone-
tary  rcetralnta  (o.g.r  fallilg  rxporto clue to rlotlng  forelSa  dsnand and tradc dcflcltt
nonetary tlghtcnlng aa auggcatcrl by Mundcllts elalglta.rt  thcoryt rltin6  coat of in-
vcgtment llnancln6 and credit  ratloning  lcedlng to cut!  in  tbc aupply of  output aldt
tventually,  furtbcr  loea of  exportr)r  thG inabillty  of aany couBtrlar (e.t.rlte1y)
to use fiacal  pollcy ar a truly  flcxiblr  lnstruncnt and thc frcquant  lack of inilc-
pGndencc  betrecD budtctery and nonctarJr po11c1.8 are forgottcn.
Thercforc ao long aa the .xlEtcnc.  of  scparate latlonaL govcrnncnt8  and lnati-
tutlons  kcepa alivc  thc notlon of nationel pollcy  targ.ta  and brlancc of  payncnta
equJ.llbri-a,  aay propoaal of givlng up a al-n61e pollcy  lnatruuent roulcl bs foollch  un-
leas 1t  uae uatched b;r an approprlatc  echcnc of  conpcn6ating  ncaaurca auil coorillnatcd
(1) Accorttlag to ilartland  (1949) such a ayatcm of  fcdcral  trensferg rorkcd r.Il.  durhg
thc 19lOre.J.I
rl.thi!  a prlorltt  lltt  of  atcpa to  bc takou. fhlnk  for  lnrteaco of  thc pr.ratt  aooro-
llc  phr..  i!  th.  EEC, rith  ltrly  brr.lt  rccoy.rlls  frol  lt.  rorrt  port-rrr  r.ca..lo!
atrd feclnE aottlt  tr8.  lcttl.lcntc  end VAT-lnduccd dlrord.rly  prl.oa r.1r..r  Orrltay  ead
francc ruffrrlng  tron donend-pull laflatlorr  UK rff.ct.a  by brevy uaotploylrat  ead
chronlcally alugglrb 6rorth aad rritlng  for  VAT-lntroductLo!. Earnotr{.lng  t.tlotrrl
cconoar.c policicr  cantrot Faarolrablt lcrn  to trrka th.!  u[l,for!I]r  crptarlrr  or rortrto-
tivc  throughout thc EEC but rathcr  to prcrcat tliffcrcntl.etort  policlrr  fror  broorlag lrr-
ciprocrlly  hconpatlbl..  lhla  night hepprn if,  for  Lnatrncc, a ritebh  Dl{-r.vrLutlo!
via-i-v1g  thc US-doller, couplcd rlth  tlgbtcr  Lutra-erce irobrlg.  lrrglDr,  rouLl foror
upotr tb.  IteIirD  lln  rn .qnrIIy  !l!.blc  rcveluetl.on et  e tllr  rh.!  Itrllrtr  .rportara
bavc alrcetly r.ach.al Dlalau! proflt  nargLna. Or trko  thc cerr of r  rrctrLctlvr  rtuor
takcn by nonctary euthorltlcr,  coaccrncd rith  dcnead-pu11  iafletlo!  LD ooatl.n.ltr1
,Europc,  .xtGDdoil to  tho Brttlrb  rntl Itellen  cconoolcr rlth  protureily  dlrertrour
cffqcta  upon a! elrceily poor parforDaacc  of  cnployncnt end grorth.
Ih.rcar  heraonitetLon  of budgctary, indultrlel,  e6rlculturrl  rnd roclrl  poLl-
clcr  can bc rather clcarly  tlcfincd throughout thc Cornraltt,  th.  rnnLlg  of benollr-
in6 nonctary pol.lcict  auat bc cercful  olaboretcil (1).
Flrst  ro conc ecroa! thc illfflculty  of  corcctly  drfinlng  tergctr  ead Latlioe-
torg (Lntcrcat retca'  quaatlty of loncy, qurntlty  of  crcdl"t outatenillng,  .to.).  Orl.a!
to thc lack of clcrr  knorleilgc ebout tho lnt.rrctlon  batr.cn rsrl  end roaetery vrrlr-
b1.rr  thi!  ic  ea elrcealJr chrllallag  trlk  at a aetlonrl  lcvrl.  DLffcrcaccr 1! rotratgt
end flnancial  laetitutl,ona riortg EEC lcnbcre D!k. kt  ln  oy.n hrrdrr  tgk  rt  tba
Connualty  lcvcL.
Sccond, quentitetivc  ead qurlJ.tatlvc itlffrrcncoa  l,a hprct  of ro!.tart  policy
upon dLffcrcnt  ccoaorlcg tcnil to bc ovcrlookcd by offlcLel  rr6rr|a!t.  for  ronrtery  Ll-
tcgratloa.  Oa thc oontrery, It  cboulal aot bc forgottra  thet  thr  plaoh of ron.trr:r  r.r-
tralnt  1. nora haaylly f.1t  bt  ecoaoolca  cheractrrlaod  by:
1) grcatcr rcgirtcr.d  raai dl.gulr.d  uarlpLoynont;
2) a atccpcr rlec  l.n unit  hbour colts  rhloh briagr rbout tbiDnor proflt  rerglu;
5) a largcr  rclght  eatl a grcatcr rigtdltt  of public al.bt rr  a .ouro.  of tonctary buo
cloatioDr 8i!cc  thcrc 1a lcss locray lor  chrnncllllg  prlvatc  lavlngr  to prlratr  h-
vcetrcat and, on thc rbolc,  thc nonctary rcatnlat  br!.nga rbout e rciluction {a thr
aharc of prlvetc  ccoaonlc  ectiylty  (gcc Culi,  1922);
(1) Ih.  follorlng  quotatlon fron e rcc.Dt opccch of oovcraor caru  (19?2, p.  11) rclt.-
ly  ilcacrlbra  tho clrouler  rceeoaing rhich pcralet.rtlt  uadcrltnct tbt  rooaorlttr
vs. lon.trrirtr  ilebatc: tt...ggggg4le  1. not r  trrg.t  pcr.c  but r!  ltratruralt
f9 pronotc ccoagul.c.uaj.on.  fEo fettci-fuFltcr  e pqlicy  coorilinetlor  rttUoFffif,-
thc lonctNry unioa bec hartlly eny raenl.ng rnat lrt  oion ipp-u  er I  dj.atrrbrrc.
factor  (...).  Thcrrforo rc ouet bc rlrtj,ng  to eccrpt tho-convfgcacr of cconolic
polJ.cica ln  tcrne of  goala rnd Lnrtrun.ntr.  But ruoh pollclrrr  tuccea! 11 ln  ltr
turn cloeoly tlc<t to tlo  rltbln  tbr
Connuli.ty aa roll  ar of  thoac ai-a  t  tri6gcr  off
t.nrLona rhilc  pcral.atcnc. in  Lts turn roulil lako .co!o[lc  poltot  coordlariloa  ea
J.npoealblc tesk. Eerc ia  rhy a norGtuy union hnll.r  ra ccoaooic upl,otn. (Itrlloa
arc nLnc).
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4) a larger:share  of  emalL  ancl nediun-aizccl  firns  rhoae investmente are nore heavlly
dcpendent on commercial bank credlt  and, ln  any caaer bear most burden of  credit  ra-
tionlnBi
5) a loyer overall  dcgree of  capital  inten6itlr,  rhich all-ows for  nore linlted  oppor-
tunlties  of capltal-labour  subetitutlon  i
5) a largcr  sharc of  induetrlal  production exported rhich inplies  a Sreater strcss upon
proflt6  rhen rielng  borrorlng costc cenrot ba charged to selllng  priceo due to lntc!-
natlonel competitlon.
Therefore, whatevcr oplnJ,on oae is  rllIing  to hold concerning today's loss of
natLonal nonetary sovercignty, the nced for  nonetary fine  tuning nust be recogniecd
unle6s nany pa6t ni6takes of natLonal  stablliEatton  policles  are to be repeatealr  pre-
sumably  rith  more iiangerous iraptications, at  the level  of  forthcoming European none-
tary  managenent.  Thj.s point nust not be overlooked by those who think the establiEh-
nent of a Bupernational  nonetarJr authority  is  a catch-all  solution  (see, e.9.,  David-
son, 19?2, p.  28-9).
7. Alternatlve  approaches to capital  account diecqulllbrla
The befance  on capital  account haB celled fot  increased attention  since the
early 1960ta in  connection rith  recurrcnt nonctary crises and the growing size of  the
Eurodollar narket. No official  rcrervc etock, horever large in  eize, nor Ehort tcrm
reclprocal credlt  netrork cen t a86iv. dally  flore  such as those recently experiencGd
by uK and Gcrnany: suffice  to rencnber thatr  8lven the preeent 8!oss slze of  Gcrnan
for.clgn tradc in  gootls and servlcce  (approxinatcly  1OO bil,l1on dollarar  i.c.r  a
rcekly gt.oas flor  of about 2 bllLtona)  lcada and lage alone can lnducc daily  fIoIB
of  acveral billlons!  (t).  Therefore, rhatever oplnion 16 held conccrning intra-EEC
rigid  or atlJuatable paritiee,  thQ ls6ua of hol to cteal rith  capital  account dlg-
equilibrla  nuet be squarely facccl.
As regards the intra-EEo flore  thc problcns clJ.sapoear  if  parities  are defini-
tely  locked. Therc j.8 no roon for  apcculation rlthln  a currency area, and bankcrgt
arbitrage automatically  takee care of  intcrregional-  interest  rate differentiels.  But
this  lE a eort of  ta11-ra88ing-thc-dog  solutlonr  aE it  has earlier  been argued, eincc
ehort of a truly  fecleral govcrnment  and of an appropriate set of industrial  and cnploy-
nrent pollciea  a curr€ncJr area in  Europe toclay raay bring about irrcparable  loascr for
citizens  of  ilperipherailt  Europc. rf  sone acopc J,o Ieft  for  intra-8roup parlty  adiu6t-
nent, expectatLone  of  such chanSea  nay engender 6one intra-8roup epeculatj-ve presEure'
althougb in  the past most probLcna have arieen froo externaL EEC flors  (US, Sritzer-
land and eo on) and therefore eonc flnancing  and adjustment nechaniem nu6t bG found.
At any rate th.  pt'obIen  ha6 to  b€ faccd rlth  regard to  financj'a1  relations  bctreen thc
( 1 ) Merchandise trade bctrcen the EEC
val-uc of  approxirnately  1OO b1l1ion
commerce lnternationa!  en 19?1r P.
and thc rcst  of the world reaches also a gross
dollare  on a y€ar1y basis.  (See GATT' Le
12?) .
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EEC antl thc rrat  of  th.  rorlal. thcrr  erc four rltcrnetlv..:  crpltll  coltrolrr  ovcrlll
flcxlbLc  r.tc.,  tro-tl.rr  .xohrng! rerkct,  r.atcllug  of prltrt.  aotr  florr  throl3b
publlc lotar  aad r.ctprocrl  c!.dlt  erreagcrratl  (f).  tUc flrtt  thrcr  ero lutuelly  ix-
clualve, althougb  1a prlnclplr  .o!G rrt.  fl*lblllty  end cepltel  oontrolr  rlght  6o to-
gcthcr, thc lact  on. cra bc oo[plcrcltery  to tho prroldl'ng tlrc.
s)q$@.lr,
flthout  golng lrto  drtella  (2),  I  er harc rcforring  lrlaly  to dircot  ooatrole
upoa lllcgrl  unr.tl..t.rcd  flors  (c.t.rltrlirn  .utpr!.lo!  of  benkaotr coavertlblllty
aftar  Junc 1972) ud  contrel  benk rcguletionr  upoa corncrclel  brak grora or nlt  lo-
relga poaltlon (egeia, Itrlt  ir  en cxrapb).thr  prcrcnt rrgu.t.trt  lrpllo,  oorrcatly
1n ny rJ,ct, tbet  ao nonctery lrnocuv.rlng  throuth thc ltrtcreat  rrta  atructurcr  rlth  or
rithout  crcrllt  ccil{nga,  can provlilc en cfflcLcnt  rey out of dllGrar  rltuetloar  (e.g.,
aurplus inflatlon)  dolLnatrtl by crpital  account ilLacquilibrlr  llnca  only r  fnatloD
(occacioaally  vcrlr urII)  of capitel  florr  1a intcr.rt-r.na1tlvr  (f).
of  courac, rhl.lc rnt  control upoD the n.t  brtlk for.ig!  porltloa  or!  rvold !rr-
du€ rtr.lscr  upo! the llqutdity  of thc rlaglc  couatry lt  ney rilil  to  tbc ap.cuhtlva
potcntial  for  tbc rholc erca by cxpenillng thc groer rilr  of  tht  Durodollu  rrrlct
(bankc car attrl.!  r  gly.tr nct poeltl.on bt !.iluclng  or by crprading forcl8l  rr!.t.  rld
llablliti.ca  ln  thc duc eroult).  fhet  1! rhy a con.ct  Europoen  epproech to tb.  probl[
nust go through ron. lort  of benk r.tulatlon  of !.prrrt.  tlrott  rad IleblI{tlcr  (rr-
cervc cocfflclcntar  opcn oarkct opcratlolr,  queutitetlvc  ccllLagr eail to on) ro er to
rocorcr for  Europcea  notctart  ruthorlticr  .o!.  porcr to oo[tro1 tha .ouro. utl  uror ol
thc rintcruationel  lonctery baacrr, aad l,tr  lultlpllertlvt  potolthl,  hoacl, rora or
lcsg lnalircctly,  tbc alzc eaal thr  oorporltlor  of  thc Euroilollu  luk.tt  et  Lt lr  1r-
pllcd  by ooat rcoont e,nelyacr on thc rubJoct (4).  Thra, to th.  rxtont  tbet  thr  rukatt
bcrlal.!  ita  eblltty  to rultlply  crctllta  rnil drporltrr  1r rff.ct.rl  by rt:ebh  helr6..
(to  and fron thc OS brnklng ryatcr  encl Europcen c.ltrrl  benk offioLrl  rrtcrvtr)  (5)  e
belk-r.gulatlon  approeoh bea to bc lntcgretcal bt dir.ct  ooatrole  upou tbotr  ltekrgrr
and, at  Group of Tra ooatrrl  banka rceliartl  by conln8 to tbc egrrrlrnt  of  .print  1971  r
a carcful  policy or r.dapoalting offictel  !cr.rvc!.
Thc naln rltcgld  drarback! of capltel  controll  erc:  unfcealblllty  of r  couol-
ly  haruonlscd sct of ru1cr, lncfflctcncy,  incoapetl.blllty  rttb  e grorlag ccoaollc  entl
nolGtery lntcgratlon.  Ibcro arc,  for  ruri,  acrlouc but ln  ny oplnion not dool'llvc
(1) I  aseunc.vGrJroro  rould e6rcc thet rld.r  nrttlB!  of tb.  amka-tn-tba-tun!.1-ttPa
ar!  !o efflclrnt  aolutloa,  ra vlciraltual.!  ptcc.callng thc floetllg  of  thr  poulil
havc drlonltretqd, tn  1972.
(2) for  a rrth.r  cxt.nrlTc  .urycy of cepltel. coatrol tn!tru!.!t!  uployrd  by OED
countrLcg r.cr  c.g.r  Oll.blrt-McClen  (f970).  Src elro  OECD Eooloaj.c Outlookr 1?t
Dcccabcr 1972t p.  71.
(t)  fUfc polnt rocnr forgotton ln  Argyr a ('t97't) pt.t.Irtrtlo!  of eltrraetlvo  pol'l'cy
optlonc faclng dilcnne rltuetl.on.
(4) Sce Fratirlll.-Serone  (t972).
(5) src l,lrr.r  (1971).
L64argurnents  ageinet trylng  to  flnil  ner and b.tter  connon control rc6ulations.  At leaet
as temporary  rcnedica thry nay rcplaaent a fcaeiblc eltcrnatlvc  for  etcnllng unbcarabl-e
opeculative preasuroa ('l)  rhich othcrrlec  rould ecrlouely hanper the naLatcnancc of ol-
derly narkct conditions. To atubborn dctractors of  auch aolutiona  lt  Bhould be re-
celled that
-  Italy  aad Franoc  have a falrly  good rccor<l of regulationa  of  bank forclgn poaltio!
rhich occagionell,y rorked eE arr aalditlonel tool  for  dooeatic  nonetary nanagencntl
-  Germany end Itely  bavc loalncal e lot  fron  1969-1971 cxperLcncca, ao that anal]rsis of
paet l-oasca of nonctary control  cennot bc tekcn e6 e definlt.ly  ncgativa teat about
ths efflclcncy  of oapltel  controls und..r givcn clrounstatcoa (Z).
Ccntral bankcrer oplnJ,onr kccp changlng according  to  thc cnerglng nccds of ln-
ternatlonal nonetary  po).tcy co that  altrrnatlvGa  rhich,  for  a long timc have bccn dlc-
carded as unfaellblc  or harrfulr  nay Bradually appcar rc  sccoad-bcst golutlone  to
otherrice unlolreblc  probLcna (tUtnl  of  ltat.acnt!  Deilc not tcrt  long ago by Govcrnor
CarJ.l agalnct atlrcct controla upon l1lcge1 banknotc outflorar  or by thc Gcrnan
Govcrnment ageinBt any typc of lntcrfcrcncc  rlth  fr.c  lnt.rnatl,onel  novenent8 of  funtlrt
or by filF of,flclals  egainat any abantlonncnt of  thc fl.t(rd-rrtca-pbiloaophy  at  tha ln-
tcrnational  Ieve1, anil confront aII  thclc  tith  contreltlng  ateta[.nts  and pollcy naklnt
ln  thc ieat  tro  or thrcc ycara) (!).
Onc of  thc rlost lntractablc  problrne of  capltel  rltscquili"brla arlece rlth  spe-
culatlon through lgf-4S_.gg-bS,  aa it  rae ncntioned bofore. MultLnetionals ere partl-
cul-arLy 6cn6it!v.  to thlg  typc of  lpcoulative galn,6lvcn  thcirc  opportunlty  to opcrat.
ln  several currcnclG! slnultalGoua1y. Although eny rcgulatlon 1n thls  ficlcl  can pre-
gumably creat.  lonc hlndranca to ldall  traalcrar ro[cthlag  can bc done by nenoeuYerlng
ailninletratlve  deadllncs for  tredc cr.alits.  aa the Benk of Italy  hae ilonc rGpretedly
Ln reccnt lraar6. Of courec llttc.  lf  any, thcy can bc done agalnBt  euddcn ravee of
epcculati.oa such ea thoa. trlgg.r.al  off  by €xpcctatl,ouc of  sizebl-c parlty  changeai
that L6 rhy a crerli.ng p.g !c6oB a far  nore rcalonablc end radicel  enBtQr to th.  lise
of  daetabillrlng  sprculetloa,  provld.d govGrnn.nts ahor onough atrcngth  and crcdlbility
ln  assuning only rcal  facto!!  (beslc belancc Ltcns) rathar  tbaa purely flnanclal  fac-
tola  as criterla  for  tlcflning  thc cqullibriun  lovcl  of  paritlaa.
(t)  scc Krauac (1972).
(2) Ih1.  holdc elro  for  Portcrr.  (9?2)  cconolcttlc  flndlnga about thc  1961'1970
Gcrnan exparlcnca of nonetary policy  ncasurGs 1er6c1y ltrrlllzcal  by capltal  flore.
(])  "Conaldcrin8  thc {clrcc  of  inaulatloa  agalnat forcign  funda achievGd -  at l.aat
for  the tln.  bcllg  -  ln  the Ftdcral Rcpubllc of Gcrneny, the rlak  that  an incrGase
j.n thc ccntral  beDkra retc!  of 1nt6!c!t  rould trlg8cr  off  a acr lnflor  of  forclgn
funcls rea not vcry great for  thc Bunrlcrbenk....Glvcn  tba pr.lcnt  pattcln  of in-
teredt retcr  at  honc anil abroad and the contlnuatlon  of  the lneulatln8  maaaurea  -
which for  the tlnc  bcint arc indlgpanaablc  -  the cffcctiiencge  of  cloneetic nonc-
anter fro[  the Gxtcrnal llanktr.  (Moathly
nepor-t of  ihc Dcutache-Bundccbank, Novcnbcr  19?2t p. )  and 8; ltalics  are nlnc).
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It  le  probebly truc  (f)  tUat eI1 crpltrl  controlr  korp tbclr.ffrctlt.lr.r
onlt  for  r  tl|ltcal  pcrlotl of tlnrr  rlacc  clrcunvontlag al.tlc.r  rr.  qulcklt  dlrcovfril
by thc narkct. It  doc! not follor  froa thLr that  thclr  uac rhould br ruhd  outr pro-
vldcd it  alnc at protccting govcra!.nt policj.ca agei.art t.lporrrlr  rpccul.etlvc ork.a
and, thercforc,  thc fuadrncntal cquLllbr1un  l!  slEultenGoualy epproroh.d bt  th.  coFcot
ugc of arlJuetnent pollclea  (lnclucliag  parlty  changbr, 1f arcraaary,  end benonierd
etabllieatlon  ncaaurca).
t) Ifgl!!e-s!,er
Althougb tbla  ayatcn lE 1rr8.1y lnconpatlblc rlth  lntre-ar.r  rrlrtlon.hlpr  1t
nlght bc takcn lnto  conaidcratLon for  e<lJuatln6 capitaL account itlrcqulllbriu!  b.tr..n
Europe and thc rcst  of thc rorlal.  To aooc cxtcnt lt  rould rcprcacat  tbc roet rrdlcrl
golutlon to the problcn of al..trbl}lrlng  rpcculetlon rlthou8h thla  polDt 1r btgbly
c.ontrovcraial,  at lt  crol-uce fron thc loug dcbatc b.tr..D  lupportarr  of oppolLt. ox-
changc latc  6yat.nr.  Pcrhepe thc roat rclcvant  ilnrbrck  of  flcxiblc  ratcr  uailr  prc-
tcat  clrcungtrnc.rr  6lvcn thr  Btrat.Blc  ro1. rhich urnufacturlng  crport  ftr!.  plrt  la
euataining thc lcvcl  of Europcen rlployacnt,  1g that our countric.  orlnot  rfford  tbr
rlak  of  lopaJ.rJ.ng thrir  €xpolta foll.orlng a reveluatloa forccd upou tbcr  byt reyr e
pcrsllt.lt  1nflor  of cep!.taL frotr thc US lnduccd by tllffcrcnt  ron.trrt  pollclcr  (a)  oa
thc tro.gidca of th.  Atlantlo.  Rcncabcr,  lncldcntellyr  tbrt  e clnlhr  cevut  ru  Ln
ortlcr rhca rc carllcr  aliscula.d th!  coltr  of  thc rr!n.kc-1!l-th.-tu[!a1|l  rolutioa  for
thoa? ecnbcra of thc Europcea  currarcJr ualon affcctcil  by hcevy unclployront  end et  thr
aanc tlnc  norc llkcly  to bc treilcd  by other ucnbcr countrl.a  l.tr t.r!r  of dct*llae-
tion  of the comnon ccntral  perlty  vla-i-vlc  thc alollar.
A rclatcd  ebortconlng or flcxlblc  !at.r  could b.  fourat, norc 6cncrt11y, la  tbo
exccsglvc burdcn upon 1lt.rttetionel  treal.r!  both 1a Europr ud  th.  US orlng to ulilor-
talaty  r.ad./ot thc coat of  forrrrd  cor€r.
c)@
Thc brcaklng  up of thc forcigl  rxcheagr lrrkct  1n tro  lcprrrto  rcctloar  rlth  r
pcggcd connorclel ret.  lnd r  frc.  finenoiel  ratc  la  r  rolutlou  riloptcil by Brlglur,
Luxcnburg for  norc than 2O ycere aad by Frenc. rlncc lugult  19?1. Itt  .xt.ntton  to
othcr EF,C countrlcs ilclcrvcs gcrlouc concldcretlon  rlth  r.apcct  to flnraolel  rclatl,oaa
bctr.cn tbc EEC uil  oth.r  curlcncy lrcrle  fa prilclpl.o,  ltr  nia  ettrectLvr  ferturr  Lr
thc rcnarkablc .irpllclty  rlth  rhlch th.  tugatr  of .ttrurinS rnooth trrala flor.  rlal
offrcttl.n8  a1..tab11i!lng apcoulation  rr.  attliDcd  rloultelroualy.  Ctpttel  oontrole
bceoE. unloc.llarJrr tretla balincr  edJuatncnta  uey bc tffcctcil  ritbout  tha pr.aluraa
ctcnnlng tron apcculatlvc ruahcr, end ednlaktrrtlvc  rglcg  cea occerLoaelly bc rcvirrd
if  for  6onc rcaroD. 6o".rnEant! rlceirc to cncouragc or dilancouregr tborc tnl.rctr,ola
rhlch do not cl.rrl-y  b.lolg  to clthcr  !.atl-on (c.g.,  yloldr  on !orc16n lnvrrtr.rt!
prlvatc  tranlfcra,  tourlcn).
(t)  scc Kraugc (19?2).
(Z) A rtnllar  problcn her coo. to  aurfaco In thc peat and lt  .t111 r.rpp.ul!6  iu  Ce-
nede ilurlag pcrJ.od of  thc floetl.u6 pouna (195O-1962 eatt rge!.n tlaor  Jrur  19?O)r rr$ithln thc contsxt of e roletLv.lt  baleac.al curcnt  eccount, thca, tbo 6r.rtt.t
uprartl pr.lsurc  oa thc Cenedlrn dolIer  ir  llkcly  to u1r.  fror  crDLtrl  florr  (..).
Thc lnpect of r  bLShcr .xobutc  rrt.  thld  lell  dlrproportlotrrt.lt  on th.  nlrtl-
vcly anall nenufacturl,ng r.ctor  tblch [ust  pley e rlgalfJ.crat  roh  ln  eat rtt.rpt
to  fu1i.y clploy Celatlerr rrpidl:r  trorLnt  Labour foroll.  (Clcntlcnnl.ag,1972,  p.  15).
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Critict  of  tbc tto-tl?r  sylt.D  polnt out that  lt  is  bound to bal.l apart rhcn
bcavy epeculatlon <htcrnlnas too rldc  e dlffcrcntlaL  brtrccn thc conrncrclal and thc
financlal  ret.  ao thet  parallcl  noncy oarkets erc rcvlvcd and loopholcg are reeorterl
to.  Bcsld.lr  ae regards thc propoaal of gcncrallaing the ayBten to thc rholc EEC, it
is  obecrvcd  that:
-  agreej.ng upoa a comfion sqt of edalnl"etratl,ve rulce ie  too barrl a taak given the
rrbureaucratic  gapil rhj,ch elLcgcdly exlcta,  aey, betrccn  Francc and Gcrnany;
-  the sJraten rould confllct  rith  thc tcnalrncy to purauc greater lntcrnatlonel  crpltal
market lntcgratton;
-  leads and 1188 aplculat{on folloring  cxpcctetlonr of  coaocrclal  ratc  parlty  adjuct-
ncnta caanot bc preventcd uaclsr thi.s ayatcm (1).
All  th.Bc arc ecrLouc but by. !o [cetrr poaltlvcly  concludlng crlticilns  agalnat
a eolutlon rblch  fron neay etendpolata  eppcara as thc Dost 61nplc and atralgbforrard
anaier.to the berlltlcrlng  dllcunr  of  apurrlng ccoaonj.c int.tratlon  rithin  thc EEC
rithout  gcttlng  expoa.d to thc rlakc  of lrrcncilleblc  loceca for  ocnbcr countrlcar  uo-
notary euthoriticar  or hernful cffcctg  o!  trad.  rnil crployncnt  fron flcxibl.  ratc!r
or hindrancci to fl+ancLel htcgretlon  fron burcaucratlo controla.
d) Reevc.linr of  lntra-EEc nct cin{tel  florr
'fhltc  EEC Sovcrnncnt!  havc not yet rcachcd en etrccn.nt  ebout cnacting a [e-
cheniam for  autonatl-c rccycri.ng  of  lntrr-group  epcculatlrc flor6r  a pollcy of off-
settlng  prlvate net cepital. cutfLorc by lnflors  of  pub1lc loena and portfol"lo lnvcst-
nGnt haa bc.n a1r.aallr ruccorofully  hplcF.ntcd  rltbtn  th6 Colnunlty. Durint th6 firlt
balf  of  '1970 and agal"n atarli.ng f,ro[ ,Iul'c 1)12, lta].y  ha! b.!n  able to conlialcrebllr
ncutraLisc thc lnpact oa offlcial  rca.rv.r  of apcculetlvc  capltal  f1lghta by lnduclng
ftallan  pub1lc corporetlona and financlal  lnstltuttona  to lcgue aecurLtLce  on thc
European  capita). nerkctr rlth  thc publlclt  concorted luppolt  of Europcen benk poola.
Thcce loanc arc gcncrelly providcd rlth  aa cxchangc turrantce rad are rclnbursablc  at
any tLnc, accorillng to thc IteLlaa c.ntral  baakra acecggncnt of thc volunc of officlal
f cSarvc g.
C1carlyl uadcr thLa ayatara thc borrorlnt  courtry undcrgocc a dcbt acrvicing
coet rhlcht  horcvor, crcrta!  Uttla  co!,ccrn givcn tha short ru!  netur€ of  tha opc-
retions  invol.vcd. In fact,  aa evcrybody egr.c6r thla  is  a fcaaiblc antl cfficLcnt
approach only for  ilcallng tlth  tetrporery rnal evltr rayarlab1c cepltal  rccount cliacqul-
Ilbrla.  Evea throughr fro!  thc rccourtlug vicrpolnt,  lt  it  a ncchanlgu  for  atlJuetlag
lnbal,ancea, cince flora  6at rcgiatcrtd  trebovc thc 1lncrr, lt  ia  actuelJ.y a ray of
.{!51gS!gS thosc lnbahnccc  analogoua to rcclproeal crcdlt  arraugcncnta and rclrryc
pooIlag. Peruanlnt or fllttuctura|r  dcfl,cLta could not conc.lvably  gct pcrnrn.nt fl-
nancingt  unlcaa rc ter!  rlJ,llng  to conaldar  thcn eg puraly lntrarcglonel  lnbelaaccr
(t)  for  a 6cacral l!a.aa!.ttt  about thc tro-tl.r  6Jrrtrn scc, ano!6 otber, Flcnlng
(1971) and Barattlor!.-g,'gezzL ('19?1).
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rlthl!  a nu1tlr.Blonrl polLtlcrl and ocononlc  tloneia. Tbc artunrat ia avan rorr
ltrln8.nt  if  a pcralat.nt currrnt acoount lnbrlanco Lr larolvrd. Short of r full
lcononlc uaion, ncnbar eurplue counlrlc8 roultl hartlly ltrac to flnraco ratba! drltctl
countrLc! on r pcrnrrrnt basl,s.
8. Europe  and pallty ad.lu8tn.nt
Alnost averythin8 that  haa b.c!  rritt.n  (src  tho Mort.na dc lilrerr  r.portl
1 June 1972) about tho Europeen Fund for  ngn.lr oo-op.rttlot,  Ltg fuaqtlon. urd ultr  l
1r pcrfcctly  codprtible rith  tbc propogrl of  cetlrylag on thl  proo.lr  o!  rgnctery  u4{+
ficatlot  rithout  81v1ng cxccsa priorlty  to  cxchenqc retc  rt8iilltt  rnd o.Dtrrlt.rt*qr
of oonetary policio!.  Ar e aatt.r  ol  factr  to  ihr  txtalt  lhat  gov*aaaltr  rtrb  to
enthance thc ettilctiy.n.3s  of  Europa et e untt  ol  rccount eud rracrvl  nonrJ hy tlrl'nt
it  .onc co!,stancy  of pulchaling porcr through thr  EE$, thtB htr.-group  arcbrntr Frtlt
prcaunabry EIg  to  bc rcvi.ectl. Aaruurc tbat Europr lr  lndrrrd  to  aonr quertrply ol
y.arly  avcregr rholcealc prlcc  lndcx or coat-of-ltvla6  d.adgl of  EEC gouatrl.rr. !hrl1  tC
thc extcnt that  6uch ind.r..  nove along r  non-ulLforl pettrrn  rrclg  t.rb.r  gguatrllp,
axchengc rrtcr  of  cach country vl.-i-vl.  Europe ggg  b. rrdcftatd,  rlth  aurralgtu  oi
uore lnflatl.onery courtrlca bclng aubJoct to r.yrluatloa  (f).  Iadrril,  tbla  ooartu|
purchaaing  porcr of Europe ln  t.rmr  of  goocla proiluacq rnrl roli  rlthl!  luropo r{ght
offcr  thc grortcgt  lnccntlve to lavcrs rnal lFrtltuiLonr]  laroptq!.  to dcnud flrotn,
dcnonlnatcd bondar aa rclr  ac to tredcrs to atart  quotlnp tbatr  cqntrrot.  ln  nTroDrl
rethcr than dollara or pounda or Dll (?).
Of courcc' any tim€ lntra-gropp parltlea  arr  chant?d, quotr aubtcrlptlonr  to  .
thc Fund ghould be adJuatcd. For Inetancc,  dcvaLulpg nertb.r countllct  rbcul.d.r.pltnlt|
the doncattc  curroncy aharc of thclr  orn quotr by tbc .rrot  r[onnt  o! tht  itrreluatlpq,
Likerise,  reclprocal crcdit  errrngrrcnta and rccyclLag oprretionri  rr  lt  hla
been donc in  thc paet, nlght rcll,  conteln en exchrngc retc  6uapantcc.
(t)  ttrc l.{crtcna dc ltlLnere rcport ltsrlf  at par. 59 opcnly r.oot[l!c.  thr poralbll{tl
of nodifylng th. dcflnltlon 9f thc unlt of lccount (rrvirloaely olrq...).
(2) In thi8 rc8aralr thc rcll-knorn r.e1-Gxghengr-rrtr  lr8urcnt loulil epply ln frveur of intra-group parlty adJuatuenta: scc Ealarca j.n l,luadell-Srobodl  (1968,
p. lrr-154).
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9. Sunmary  and conclusion!
Monetary integratlon  ln  Europc can bc dcflnctl aa e procaBs of  cxcbanEe retc
nanagement 1-eatlln6 to thc fulL  usc of a cormon curlcncyr aa rc1l  aB a progreaslve
harnonisation of nonctar1r pol,lcla!  lcatllng to thc astabllahncnt of a European  centrel
bank rhich ri1l"  evcntually lasue ancl control thc supply of  thla  contnon currency.
The goals of nonetarlr unlflcetlon  at.  unatrioousLy:
a) to foster  the conetructlon of en econoulcr lnatltutional  and politlcal  unl.on;
b) to restore govcrnncnter control  upon tbcir  ccononlc policy rblch is  reakencal by fo-
reign exchangc  cpecuJ.atlon  through thc Euroilollar narket;
c) to  gradually replace thc alollar aa m€il1un of  exchangc! unlt  of accountr intclvcntionr
reservc anil vehlcle currency  Eo as3 cl)  to brcak Europcte clcpondence fron US nonc-
tary policy,  cA) to  Etam the pfocrEs of  ilollar  accunulation ln  Europcan offlcl,al  t.
aerveE rectifying  tbe'US balancc of  peymento deflclt,  and cf)  to racover to European
natione the galne fron teignlorag.i  raacrvc aavlng ancl aoel-l-cr trancaction coete.
Thc ggg  for'.reaching thc abovc 6oa1s have becn cnviaa6cil aa an articulatc
and stepwJ.sc Btragcgy restln6  upon tightcr  nargins plua cxtcrneL flexibllitlr'  non.-
tary co-operatlon through perlodlcal  conaultatlons, lclcrye  poollng (Fund for  Monc-
tary Co-operation)  enal the rclatcil  introductl,on  of a ncr unlt  of  account. It  has bcen
argued in  thls  papcr ttrat 80 far  an cxcclalvc cuphaela hac bccn placcd  upon tightcr
nargins and nonetalJr hafoonlBatlon.
Such a pollcy  approach haa bccn lhorn to bc !!E!}tl!bt  for  the follorlng
reaaona.
a) It  tencle to ratify  thc priYetc Eatk.tra  poter to allocatc  tha stock o!  money
throughout thc Connunity by aaking nationel cGntral benkr to  abtdc by tho traali-
tl,onal rulea of  ths ganc; th16 contraalictB  !cc6!t  cvolutlon ln  nonctary  authollticat
thhklng  rhi.tc it  1s 1lkcly  to  fo6t€r dlacrinlnatory  cffcctc  of  aonctary reatralatr
againBt raak€r rcgLona.
b) In  connectlon to point a) lt  puts an unaluc ltrcgs  upon nonctary  ph.nouena rhll.  lt
ovcrlooks  butlgctary conatteints Upon the aupply of nonctary  besGr thc risk  of in-
creacl.ng the ln<lependcncc  of non.tary euthoriti.!  fron polltlcal  controle,  thc under-
Iylng rcal,  rather than monetary, obataclcl thich  prcvcnt thc US ccononic h.Samony
fro!  being cffcctively  chellGnScd.
c) It  dj.srcSafat6  thc cruclal  !oI.  that  lntra-group parlty  ailJuetncnte nay play ln
term8 of st.Ellng  inflatlonary  praBaurcs  encl corrccting  alonestlc ilictributLon  so a6 to
inducc a dccirable rcgloaal ldprct  upon profitrr  lnvaBttoent  and rccovcry fron ecotronlc
atagnationi  algo lt  unduly ov.rlooka a corlcct  full-aaplotncnt  belancc of  pay6cnts
approach anil ovcretatas thc illeappcararco of  uoncy illuaion  ln  rcglonr effcctad by
perslstent uncnploynant,
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il)  It  falls  to proviilc an cffcctive  nechrniln for  flnenclng Lntre-group orpltrl
eEcouat  inbrlencats enil for  prcventlng and corrcctln6 oaP{tal rccount dllrqutl.ibrr.a
bctye.n thc EEC rnd thc reat of the rorltl;  an exclualv. rlltenca  upon fr.c  oapltal
movanenta,  posalbly icnpcrcil by exohrngo ratc  fluctuatlolr  vla-i-vll  thlrd  currcDclclt
carnot cffactLvcly gct rld  of thc loag-atanding  aubJcctlon of Europren 9o1{cy-6a13ta
to thc cllalntcrcat of big buelncea end bankers ln  chenacllltrS Prlvrtc  llving  totrFala
aoclal).y-ilceLrablc  1!v!stn.ntt.
proviiling a alctallral set of altornativc  propoaalr for  DuraulnS lonltert  raal
ccoaonlc intcgretlon,  rithout  unbcarebh socl|'l  coata for  !o!!. CarnuBltt plfto.Ir.r  tr
bcyond thc tcopc of thtg pap.r. Brlcf  inalicrtloar  hevr becn proTldrd rlon6 r!'th  thf
rllscueglon.  Hcrc foLlows e vltlr  skotchy lunnary of  thcn.
a) Wlth rcgard to  cxchrngc ratc  pollcy  thc rr3lekc-Ln-thr-tunnrill  rrohrnlrn  rhoulil bl
natcheal rtth  r  conruonly egrccil schcnG for  .![rII  anil frrqucat lnt'lr-Eulop.ln  Daritt
ealjuBtnents  rhsncvcr  divcrgcnt unit  coat trandr erc ilcral<l to brrr  r  tr!81b1.  .ftact
upon cxportcrrr  profltr  end abl11ty to j.nvcct. Ia 6rpcnlr  crproLelly ilurlag thr  Ll{'1
tiel  8ta86s of  the proccart aay autonatlc rule  ri1l  harc to b'  rcJoci''lr  ln  at'lor  tg
llnit  thc riak  of inflatlon-dcvaluatl.on tpirela.
. If,  horever, the ner unit  of  account (Europe) rtrc  to b.  a4dot.d rlth  conctent
purcharln6 porlr  rl!-i-vla  a rcprceontatlvc  bunch of toodr p!'odug.d rad roXd ritbln
Europ6r  then intra-European  parLtice coulcl not avold bcgln6 edJuctcd fol1or{46 dl-
vcrgcnt nat1onal plice  trctrds (t).  I  prtorl  ons fccl!  e ruoh !or.  lllillfic+rt  (ind
probably more fcaeible)  tcat  of  govcrnncntar gcnul.ar rllllagacqc  to co-oprratc  roultl
br provldcal  by a lyatcn of diacrctionary rtrth.r  than autoletLo prrltt  cbrF8.!.
b) Thc Europcen  budgct abould bc tengibLy  expandcd ro rF to  coYcr r  t.t  of anployront
and lnvaetnsnt poJ.icy actlone aime.cl at offtsttlF8  thc lnherrpt  tcndanci'ar  tererdl
groring reglonal dkcquariticr.  cAP rnd EIB int'rvlltloa  !ob'F"  rhoulil bc rcrfroil
as rclL.  Scctlon 5 of thic  papcr hat cr{tlolrecl  an crcGlstvc rcLleaor upon r  r.tiorrl
approach to thc EilU, partly  btcauec of lncffiolcnoj.c9  and lacolalatracire  of tr'rrt rBd
prGacnt natlonal attanptr ln  this  dircctl.on l"ea{lng la  lonc at!..  (t..  polial..  for
the Itallan  Hczzoglorno) to plrvcrec cffcctr  la  t.rnt  of erployllnt  entl l.ndu.trtall-
satlon. From thia  otandpolnt  coneidcrablc  gelne can bc cxprotcd  lnlofrF  .e! tha ccntat-
llaatioa  of  Europcen  rcgLonal pollcy  and of  cconqoic poltoy ln  6aurrrl  1111 halp to
ov.lcone thor.  incffXclcncicg and to fra.  pollpt-rakcrt  fron locel' inal llctolrl
lobblcrr  prcasurcr (2).
(1) Of couracr prlcc  trcncle Bboulit bc lcrson&lly  adJuatcd tp r!  to rvoldl iluS.rou!
ratchct-effcct  ilsvaluatlons folloring  accaoBel prica rlr.r.
(2) A furth6r  inportant dlr.ction  where tha cflcctp  of  thc Eurropcan  budgct coul'd b.
uacfully  spant i6  th.  fllanclng  of  R and D Xn Uurofalr l,ndurtrl.t.  Tho rolc  of, tbr
alollar as en lntcrnatlonrl  currcnct rcata upon rall  reth6r thrn purcly trolctert
phenonena, 1.c.,  thc expanalon of IIS efflLletep  ln  dorc or l.!r  rtntctlc  erctorlt
ihcreforc  fllllag  thc US-Europcen t:ohnologioel grp lry  tQll  pl  e prr-condltlon  for
cffcctivcly  rcplicing  thc Eur;doL1ff lrrkct  by a Eurgcurrc4cy (flret  artloael  cuFe
r.nclear  thcn 6raduelly tho ncr Europe) narkrt.  lccor4lat  to nqut .xPrrtrr  oplalop
thi6  tark car b.  und.rtekttr only through a netslvc Europorn pub).lo tuPpgrt of R uil
D expcntca, givan thc haavy dlrect  and lnrtlrrct  rupport Pretid.d bt  tb.  US Oovrfn-
ment to US heait conpanlcsi R end D p!o8!e[!.
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c) If  Europcan Sovcrnftents are to  16arn frorn past experLence of  constrainte  imposed  o4
their  econornlc policie6  by recur!ent spcculatlve  ravce in  the foreign exchante rnarket,
they should be:ready tc  adopt a Dore radical  epl.roach  tc  capitsl  account disequllibrla,
As far  as intra-8roup flows are concatnedr the target of  malntaining and lrnproving
capital  moblllty  60 eE to  gct to full  convertibility  ia  accep:able only lnsofar  as:
-  thi6. doe6 not ruLc out intrA.group  parity  adjustmcnte that ar!  rcque6tcd by the need
to nalntain actual and: pot.ntlaL conpctltion  anon6 flrmc subJect to divergent trends
in  unit  coGt6i
-  EEC n€nber€ a8ree about undcrtaklng  rccycllng opcrations (bothribclor  thc llnc"  rc-
clprocal credit  arralgenelts *lthin  thc rcaerye pooling Echere endrrabove  the linetl
lntlr-EEC publlcly-6peneored  bond iseuce) so ac t9 provlalc an unlLrnltcd  reciprocal
flnanclng of  any lrcfiberr6 net capital  outflof  duc to lntre-area  intcrest  dlfferentla],r
end,/ o,  apeculativc prGagur.!.
On the othor handr yith  ra3ard to the EEC financlal  account vlc-i-vle  axtcrnal
arcaat European tovernncnta  ehould clcarly  acknowledge  that  rldcr  bands cannot be a
rcLiebLe and durable  reaponEe to thc pernerent thrcat  of naaslve flors  that  have eo
often in  th.  part put en unbaarable  prcsaure upon Europaan nonctary  policice.  Thcre-
forc  either  a gcnerelised tro-tier  exchan8e  syatem or I  conmon 6et of direct  controls
upon legal and ille8al  capltal  flore,  €spccially of th.  ahort-term typcr hes to  be
enacted. Rules governing EEC bankar net foreign posltion vie-i-vle  the external bank-
ing Eystem night bc imp).enentel. Chccke upon illeBaI  banknote renittancee  from I'fi-
nancial heavcnsrr such aa Suitzerland  and Ll,echtenBtein lhoul"d bc rainforced and im-
proved, At the aam6 tj-mc, a conslslcnt rct  of  banking re8ulations upon Eurobenks'  opc-
rations  in  thc EurodolLar narket (rcacrvc corfflciant6r  credit  ceillnge,  opch Ealket
opcratlone and Eo oD) Bhou1d be laid  dorn, in  ordcr to cnlure rofic control  upon thc
proc€ss of  eadogcnous dcpoeit and crcdit  creat{on lu  thc Eurodollar narket. Diecrinl-
natoly rulee nlght b.  dcvlssd aintng at  eaoouregin8  EEC-banks to  gradually subatltut.
Europa-dcnoninatcd  aa6cta and lirbllltlcc  for  EurodolLars.
d) Mai.nteinln8 !o!!e acop€ for  intra-Europcen parlty  changes, r!  1n th.  Magnlfico-
Wlllianson propoBalr  6hould not dclay the Lntroductlon of Europa a! a ncr unir  of ac-
countr offlciaL  raacrvc and lntertantlon  noncy alsoclatod rlth  thc rorkin6 of  thc
Funde for  monetary co-operetl.on.  Europa nlght  be indcxed to SDRre (thercforc  j.ndirect-
ly  to gold) or to  lonc rcpresentative  avcragc pricc  indcx of  EEC countrlce, although I
share neny authorsr opLniol thal  the lattcr  aolution 6l8ht be too cunbcraome,  at  laaat
for  the ini.tial  Etage6 of the nor scheoe, and mi.ght inpoac a rirky  autoEatic rule  for
intra-Ef,C devaluatione. SnaL1 and frcqucnt reclprocaL parity  changes ahould rather  be
decided  accordlng  to connonly-a8rced  estlnatce of  trendE ln  unlt  costs and proEpects
for  thc invisiblc  ltama in  each nenbrr countryrs  b&lancc oa cuFeat account (or per-
hape baeic balancc),  eince no prlca index can fully  rcffcct  actual comparatlvc ad-
vantages, and even less the trcnds in  potcntial, (fu1l-cmployncnt) external- balance
cqul 1i briun.
T7TJ.I
Tbc introductlon of Europa ln  tho offlclrl  r.r.!v.  donr{n rhould bc rocolprllcd
by a gor.rnnrntal conultncnt to dcnouiaatc ln  Europa all  futur.  bond lraucr  by govrrn-
ments th.olclvesr  publlc corporatione and Statc-ornGd .Dt*prllca.  Tbl!  loglcelly
follors  froa thc cucccaaful.  expcrlencc of Europcen raaurlty  lrcucr  rlth  rn  r*obragr
6uarantee clauge (ilcnonlnatad in  Europcan  Prlr[cnt Unlt)  stertcil  l.!  Dcc.!b.r  1970.
In tho neantlnc prlvet.  burluels lhoulal b.  .ncourrg.il to !o  tba trlQ  rlal to
atart  naking Europa-dcaoniaatcd  contracts. Thug both thc llucilletc  opcretlonrl  rnil
peychologlcrl lnpact of latroducLng r  Dcr urit  of  accouat rould prv.  thr  rey for  e g1a-
duel rcplacsncnt of thr  Eurodollar  enal cvrntual,ly of [atl.onel curtaci.r  bt r  Dcr
European noney.
If  thc axLor flnatura non facit  reltusf  rppll.s  to econoal,ce, thcn no phn  for
a nonetary [Rol Solivcaurl cen bc rcconncndcd.
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lfot.!  rbout Eurolrrn lolrterr  lhlftortl.o!
Dclhltloa  of Duronr
1.  lbllo  thrre  lr  ulul,r6nr  r3r..nrtr  lf  I6tber  oorr.otlt  fror  prv!.oue  rllr-
culalonr rlthtt  orr .tr{t  cronpr rbout r Europora udt  ol rocoutt al.th.{  i!
t*nc  of rotul  our!.!o1,.. r.tl.t  tlr!  tldar.d to .ora prl.or Lador o! rrt.rl.l  brok1a6,
I  ttail rynlf  hrt  oolvl.ao.il bt X.ralar..tr.ar npo! th. nbr3 of surrtlcto.i  fornrlr.
!b. prholplor Llrolvrd look pretty al.rr  rDal corr.ct (to brvr  ript!.oae lor
htn-trouP pertty chlrut.r ud l.t  tb.r.  rttrot  botl nr9lnr rail ilollcit  nrb.r
oulrcacl.rc)  brt thr rchrnl,cr tr"olrrA la ilofl,a!,a6 elil rvoltnrllt  Gbrtd.lg tb. Vt. rlil
Q'! rroullr  eorr rnrpicioa tbrt !ov.rlr.!t.  rtU  herdlt bqy lt.
f  roail.! !f1 for tll  pmotlorl pnrpomr. thr ten  gorl ooulil b. lor.  rfply
.ohl..r.d by artttag I furopr r  1 SDl r I luht  r y frraor r I  po$ril .  oo.r rbolr
lgl!!11! pultl.a  (:ryrrr...)  err edjnatrblr  eocordia6 to ray rgr..it npoa crltrrlol.
,.  l{.rd.rr ro[.r.  rould rrqulr. ..ob r..bar aounttar to e:oirlgr itr  ora aptd rad
doller !...rr.4  rltb r  !!.va! ploDorttolrl rDult  ol oth.r rrbor  coutlt.ar  crraalot.a
aot olo!.It  rrlrtrd  to tbr t  ttbt  ot 1tr o'a !I!!!!-!E!!,  d.tL r.rb.!  oontrl....
fbr problu toulal lot rtt.o  1! thr prttrra ol latrr-llo  tnrh  r*r  rque]
thlou6hout tb. Conna:ltt. luts la frctr  Lt dt.ff.r..  lr  rbora Lu frblor 1 ud 2r ,,r-
portr frolt  !.tr  F!aro.rr.tF...!t  70 I  ot rLI ltrlr..!  trportr fror oaler|fd Emr bnt
orly 1J * of Dntob hport.l  rir!,lrrly,  Orrrrl toodr oor.r 4t I  ot Itrlba  lrportr brt
olly 25 I  of ll.t.  lrportr,  rttd .o o!rDl,?.!!rrcrr rould 6.rtrl,!lt  .pp.G rvra dd.r  l,!
trrlll,bl.r  rld Drlttcrlrrlt  .dGrrlt  r.rittracil,r.rr  r,lro telrn ilto  looo[!t.
2t  Dctlalag  DuroDr Ln taraa of SDlrar o! tb. oortrutr  rotrld larva .rob oountrt
frrr  to corv.rt lt.  Ertop. boldlagr lnto ggg pnftrrril  brt of olffrachl,  or r!rb.  l
rlaglr cutt.lotr et culrrat 1nt{thr.  llhlr lrti,plrl  a$trrl  bl|rb ftrrld !ar.  rora
Ic.rrt  for Lrt.8y.atag rltb  tb. rEproDrLtl. r.rl.r  cr!r.!|!L..  tb.!.v.!  tbry berr to
d.t.ad DDC tltbt.r  rrr91!r.
8o loag t.  lrtlolr1  belenc.. of prpontr bpa rrt  n6irC  flthh  tbo EEC,
rbl'ah l!  unrotilrbl. dnrt4  tb. trr!.lt.lot  pb$r lp to  fBU-f1.dt.d orff.lot
iatc8rrtloa, tb. D.ia of !g!1g$! oar!.!cl..  lor !g!g!g!!g  purpo..r lrelr  lanr-
orprbl.r rlal rlt  !oh.r. for r aor coroa ualt ol tocotrlt abould ryold crcttlag uarlur
hllalranoa! to r.arootb Droo..r of orltrel  barll ooot.'rtl'ol oa tbr rrctrngl Etrt.  llr
uSrr.at crtr b. rrtaforord i.t oar tbLll.  tbrt latre-XEC orEltrl fl'orl,  d!. .l,tb.r to
tnt.r..t  nt.  dtlt.r.attelr  or to .paochtlr. pr...uror (rtl.oh lrr  bonnil to pop rp h-
ertuch r.  IF  3ovrnrutrr  crcdibl,llty.bo!t p.fltJr ft:1a3 !.ar.rh.t  tel.nt), 1111
foroo all.oorttDlolr rlal rr|alvr  ht.tr.Dtl,ou  la orC.r to rvoll tbr trllnctrrtlt  tl.
aatl,on ead to Lrop coltlol  ntqnr nti  e lotat tlnotnetloa of tID ourrololrr ^vlri-vlr
tbc doller.
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t.  lVbile botb Mcatlcra  schane 1rn9 l-h" Europa-SDR  propoael boll  ilora to introducl46
e ner unit  of account (evcntually  a medruoof 
cxchange) rith  e rcclprocel  axcbea8a
Fuarantce  for  EEC nc[berd, tbe latter  could probably  cnhqaoa tb.  ettlrctl.r.rcar  for
pri{ata  operatora of Europa-dcaoninatctl  bonalB  enil contractr bctt.r  thaa tbr  fortar.
Frce consertibility  1n auy of  thc EEC currcnciee (agidc fron the rlollar)  rea ia  fect
thc aain reaaon for  the rcnarkable lucc.aa achicvcd by acvcral Euroboart floetetloar
shca thc ECSC ieeuce in  Europran PayDcDt  Unltg o! Dcocnbcr, 1!fO.
Finallyt  the Europa-IiDR link  could offcr  a convcalcut  opportulLtJrr olrerly  1ap
deretendgble to  cverybody, for  playlng a Europ.a! ro1. Ia  th.  lnt.rtetlorrl  lonctgy
rcforn ln  tho riSht  dlroct!.ou, 1.e.,  enphaaizlng trralurl  gold ilclonctiurtLoa rad lula
talulDg thc proccae torards i,ntcrnatLoralJ,sc  coatrollcd  noncy crcatloa.
Excheaae  Eate Policv
1.  Thc April  1tl2  agreeacat  aaong EEC neubcre  (,tgnekc ln  tbc tunncl't  aad rrletod
ruLce for  intcrvcntions la  dollar  o! co[Euait]r currcuclca), [uc!  ltk.  lt!  pradaoaaaotrtll
llerner Rcport, leck.d any guidcllncconccrnJ.ng  tro  cruclal  lgaucs:
a) coaditlone and technl,cal  neana for  reviaing intra-EE0 perltlcai
b) rclatlone  betrcen thc Euroilollar and the ner ernerglug  Europcau noaalr. lorthcollag
offlclal  connitrants  aacl plaaa can hardly dodgc thc rcapoaalbllity  of  glvlng rt  1.r.t
sone initl'al  enstc! to both problcna. Silcnce on the flrst  point rer  aoncrhat rclrto{
to the abandonnent  of tha anake by stcrll,ng efter  tro  nonthr. Iladcquatc co1riatrtrttoD
of  the eecond poiat hae boon hiShly rcspoaalblc for  thc reccnt aonctnry ortc1a rblch
has forccd thc Bundcsbank to inflate  itc  officiaL  rcrervos by uorc thaa a5 *  1n e fcr
daya wlth lnconvcrtlble dollars  bound to d.preciatio!.
The cloEurc of  cxchaage narketa thls  rcek atral thc rtrolg  hcgLtatLoa bt  .or.
EEC 6overnncnts  to acccpt e Joint  fluctuation  via-i-vla  tbe ilol.ler provlclc tbc uoct
recetrt evitlencc that  txchange r&te pollcy 1r gtil1  a rldc-opcn lcauc for  lc6bar
8overnucnta, aad thar€fore no baety alsclaion caa be raetotrabLJr  tekca. llad tbccc
SovcrnneDta  ord.  nor€ cfforta  ln  thc paet torarda puttlnt  up e! er:tlculatc  propoael
for  exchange ratc  policy  rath.er than glvlng e  unl.latarrl  cuphaala to  tlgbtar  largial
and to urdcfined poltcy coordination targetB, they rould probablt tl.nil tbcntclrrr  tod,eJ
far  ahead in  the process of ehaping an cffective  Europcan  nouetary rtratagy.
No reaoundlug  dccl-aratlons  end plcdgce for  a unitcd Europcea  attltud.  torudr
the lntcrtratloaal  nonctary  Byaten caa hid€ the fact  that ID t.!na  of p.rltJr  firing,
the iatcrcBts of nenbcr  countrlaB  are etLll  ctlvergcntr"Thle loglcallJr follor.  froo a
cloge exaniuation  of reccnt hletory anrl short-oediurlpro-pccts  for  Europcaa aconor:lc!r
glvcn the crucial  lnpact of parlty  changec upo[ enployDcnt, atirtrLbutlon anrl grorth
that have been recal].ed ln  ny previous  paper.
The challeD8ia8 iBsue ia  e conmon strrtegy  of anall  aatl frcquant latrt-troun
parlty  correctlons  aud th6 anplitudo  of lntra-sroup;,,rrrFilg (ddth  of  tha lBekc). An
arplltude of 2 -  1 % rculd pernit  the maintenanc€  of  intcrcat  ratc  dlff.rcatlrle  of
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tb' ra[c rlouJlt b.tt  c! rlt  tto lrrbrr  oouatrlcr. such ea rlouat rppoua rflroarbl.
crougb for erJ.orlag Jurtlfhbly  tliflcrrnt  .trnc.!  !.a ronctuy poIic, on th. pgt  of
lcrbcr goyarir.lt! durhg the traarltl.oa to r  ful1 loactrry urlo!.
t. lhc rtretcgy rlght !,nol,uilo  e coacrrtcd Latrrvcntton by EE c.rtnr  brnka i,a
thc forrard arohr!8. lrrkrtr  ao aa to krcp thr rr1l-klora Lnt.ralt rrtc pul.tlr cor-
'lttl'on 
ln pr.r.!o.  of I'atcr..t ratt  aprrailr etoutrg lubcr  countrLra. thi.lo rpot retrr
rould fluctuatr rltbln  lbc Z-t I  ougtn, nothttg rhould prrvcnt nonatrrJr eutholl.tL.!
fron allorlng riilf  olcl'lhtLotr  Lnrthr lorreril ntc!,  ec roll  u  forclag thcn uprerd
or tlornrrrcl under 8lYcD c!.rcu!!taao.r lq ortlcr to lnfluraot iatrr-group thort tcro.:
crPital lovclcltt.  fcro nrtloatl cattrrl  belkr to L|lcut lrt  lorasr ra r r.arrt  ol tbrm
coorallnatGil forrEd I'ntrrvcnttora, tbc Europcen  Fuad oould trBur. aa rquLtrblc
dktributloa of griar ead locacg.
4.  lbc othor gr.alc of r Europora  .tobeagc nt.  polloy corc.1.1r EEC pertttca vla-
i-vie  thc dollar- F{rctr Lt ehoull bc c1.rr tbrt r  atralgDt Jolnt fluctrrtlou 1lp1:i6
tbe accrptancr of thc Snitbaonlru  pb:Lloeopby rbich tlcflnu e Il.S. ilfunihacatrl tllr-
.quilLbrlultt  LE t.r!.  of thc B.S. becto brhacr, ualikt Erettoa toodr phlloaopby rblch
rl!  conccrl.al rlth  curr.nt eccount cquLlibrtul.  Aa thr U.S. govcrnrcnt  brr kcpt nytug
!14c. lutustr l9?1t thc U.S. r.k  Ladultrirl couatrr,.r (lacludlag  tbo EEC) .ttbcf:
a) to ahlft tbcLr ouFcnt rocoutt frol  anrplur to al.fLait 1n ordcr to r1]-or tb. It.s.
to 8.t r  baala brleace llr  dth  curront aurplu! -  1oa6 trn  cepl.tel dafl.o!.tf on
b) to ebsorb O.S. currlnt rccouat d.tlcLt rbllc rrdnilLng tb. ltruoturrl U.B. long
t.r!  nct crpitrl  ontflor (Afttrry  .rpa!6.! ebroed, dir.ct itv.rtr.rt  of tb. lul.tl_
aetLoaelg).
tb. lett.r  ltght bc llPl.!.!t.d  thtor6b ebrrlag of lllttrrt  crprndlturer  111d e fr.rh
connlt[.Dt to ohrin.l Europcea 1oag-t6!q luadr to tbr U.S. (allr.ct raal portfolj.o  1[_
Yr!t!.nta).  (Src elto Rlr.ffr! propolrL fo! r rcvoraod thrrblll  pha ln fevor of thc
n.s.),
A&though tba lrtt.r  .aara tolrtbrt  lorc  Lutcctl.ag  Lr t.gr  of Europera aot
brarfS.ta, botb rlt.rnrttvcr  u.  h16hly qrrr.tlotrbla.  l{or:cotlr,  LE r  Joht  tluotuetlo!
r.hc!.  tb.  aruchl  vrrl'rblc  rould b. tb.  u.S. offlcl.rl  tcttlclcatr  rqfhrr  tbrn th.
becic baleaclr !iro.  lhott-t.rl  crpttel  (ltquld  alal lo1-liquiil  plua rrro1.a rDit
ouicrl,ona) flolt  thlough thc nnr  Grchrnga lerkot  rhr!.  loag-tcrn oepitrl  flor..  lhrrc_
forc,  tba rcl.l-kaorn llprot  of It.S. vr,  Europcra lonctrry  pollclcr  rrDoa crpl.trl  flora,
brncc tbc ilollar  perJ.ty, orD ba txpcotcil r,t rnt  tl.1c. E.g.,  U.S. ficcal  etld ronotlrlr  -
r.rtrrlat  tD 19?tr rhlcb cra bc getheled  tror  r.cclt  po1lcy elaouDo.Ltta (,t),  daht
ptr'ey thc 1!6! crpcrlcacc  rgelar  rlth  Euroalollar  ratct  .olrlng  ubd.r th.  prreauro of
bcery dcuead for  crcdLt by U.S. oorpraicr,  belk iloporltr  florlng  out o!  gEC oouttrl.a!
totaral! SrLtrcrlanil anil LtcchlrirtrJ.n,  rttnctrd  by lntcrcrt  dl.ffcroatLelt.
(1) Scc I'I{CB ltoatlly I,cttcr, fcbruery ,t9?}.
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Ihlr  roul.d lcad to r  dollrr  rpprcciatlon thlch  rould co[tr.rillct  uo6t a.c.at
parity  ralignnents  aud glvc lpur  to thc US protcctLoaiat rrrtvrl.  Altornettvoltr  0qro-
pcan Bov.rnEeats  rould bc agaln lnituccd to  foll"or  tbr  tldo  o! US nolctrfy  pollot!
tlghtening their  orn uoney aupply ln  ordcr to  puah Europcaa lntrrcst  rator  uprerd.
Both al,ternativer era cLearly urlettractive.
On the rholc!  I  strGs6 agaln ny eynpetht  torarclg e coEnon.rtrrnrl  EEC 4oublr
.xchange 6yBt.nr couplea rith  an appropriatc  Echene for  unllnLtccl rccLprocal flnrlclqi
of intra-6roup capital  account  lnbalancoa (1.e.,  recycllng through offlclal  rrepa eld
open-tern  loans by state-oracil  cnterpriaca).  Tecbnical  obJcctlone laan to nc fer  outl
rcighed by the renarkable  advantagr of a cchcnc rbich protrota  traclcra fror  artlflcial
and rou6h B!€-adr trcnda ln  th€ dolLar ratc.
Eurodollars and EuroDcen Monetary Interration
1.  Banklng controLc upon th.  Eurotlollar  narket bavc brcn n.Dtion.al rbov. rr  tb.
accontl grcat leeue rbich Europca! govcrDncnta can harclly dodgr rny Dorc. Eurob.Bkft
role  as lnternctli.arics ln  tho lntcrnatlonel  nonatary narkst haa brra zooal.ng la  tb.
paet, brlnging about sizebl.  proflt!  (or rcnte?) to Europcra  brtrklng bulLarrg ritbh
thc EF,C' partlcularly  in  Gcrueny,  thc UK end Luxuburg.  Forr of  ilrprlvlng  tbcrr  aetto-
ne1 banks of tbcir  ino.attv6  to lnvolvc thcolclvcr  ln  thLc rctivltlr  bea probably
checked natlonal govcrloanttr t11lhgn.as  to .[rct  r  oobcrcnt a rton of soutroh  on
th6 proc.a6 of  dcpoalt aud crcdlt  creatlon in  thc ini.rratl'ontl  loaotrry  larkrt  (1).
ThuE the ilollar  has {ncrcesingLy  cone to aarve both a! e natLolel end intcraetioall
coretart  baaa, and thcreforc ec a vchlclc for  traaanlttlng  tbc llpact  of US nonctery
policy to Europcan couatrics.
No ccononic JuetlficatloD  crn be fouad for  rpurrLn3 thr  procrra of roaotuy
pollcy harnonlcatioa antl tlcvl-ring all  lorts  of  cohcnoa for  uonctuy oo-op.ntlo!  rroli
EEC nenbcrg rhile  at  tbc seue tlnc  rcstralalag  fron eny cffcctlvc  control  upot .ouro.l
and usct of tbc intcrnatloaal  nonetary baec. Thc otly  poaitlvc  !t!p  rec tekln la  Jual,
1!/1r  rhcn c€ntraL brnka of  thc Group of Tcn took tbo offLcirl  collttr.nt  et Beah to
Etop rc-dcporitlng  their  offlclal  dolIar  reacrvea 1a tb.  Eurorloller rrrkct.  Ebl,r rr'l
a long ovcrduc but inealcquatc dcclalon. OnIy a full  cchcno for  rciliacountlng  ilol,ler
claind on Eurobanka  and opca market operetlone (2)  (control  on ery  ot lnt.rartlonll
dronatar1r baac), requlrcd benk tcaotv.  coofflclcata  anil lnpoacd quota! ol  Eurobrak
loane to r.Blalcnt! outaldc tho EEC erce (coltro1  on urcl  of lntcraatlotrl  lonctr't
baac) can la)r ilotn rolicl  foun<lationc  for  an cffrctivc  Europcan  lonctrrJr pollcy.  Puttitt
all  thc cnphasis  on national noncy ruppllcg and lgaorlng th.  rupply ol  rratetclorr
noncyrr (l,lachlup) conttltutes  a perycrse atlatety.
Scc ltlc0lan I.D.,  Crcdit Subatitutlon aad the Euroorcdlt Malkct, ENL Querlcrly Rcvler, tt  1972.
See thc US Trcasury blIIa  iceucil, atartLng lpr1L 1971, to ebrorb  US prlvrt.  llquld
1iabll,ltlc!  on tbc Euroiloller  ouket.  In'197O Extrbruk hril tlonc eillIrr  op.rrtlontr
(1)
(2)
UEOnce Europcan  aonetary authorltlcs  harc galnad thle  type of banklng oontroL
oD  EurodolLar claine anct llabtlltieor  thr  ray la  opeo for  4leqllnitratol.y ruleB rhlcb
niSht induce private operatorc to ahift  fron Eurodollare to Europa-denoaj,rat.d  claine
ard liabj.lltlea'(say;..lgaclvc  corfflcientB  _auil redl.ecouatln8 ruL.a biaaed in  favor of
the latter).  Dlecrlninetory rulcs erc a long-Livod fceturs of nonctary  nenagenent
(e.g.:, lntereet  ratc  ceiliage,  dlffcrclt  raEcrv. cbcffLcl.cntg for  tlnc  and demaad de-
poaitar iliecount riuilor  practlces,  Lnclual.on of  givrtr typas of  66curltleB  in  thc con-
po8itlon o!'requlrecl rcaGrvG6i  conguner credl-tr gubalillscrl Ioana, etc.)  and nothlng
Ehould prevent European nonetary authorltl.ce fron uring thefr for  cnnuring  tho proper
aucceas to  the Europa bchcnc.
t.  GLven the 1al8e anal uagtablc lrakagc.s (doUer florc  into  and out of  tbe Euro-
pean badkin8 eyrtcn) rhlch-gccn a pcroa!€trt fcaturc of  tha Eurodoll-ar oarket,  the
above-nentioned  iDatluDenta  fot  gontrolliag  the iDtcrrtetLortal nonetary base antt ita
credit  nultipller  hevc probebly to  be natchcd by tllrect  controla upon capltel  f,1or6
b€tf,een the EEC and thc rcst  of  the rorrd.  Truc, nany of  tben havc proved to be ir-
effective  (prlvate  bueineae and banklag tcnil to  br fkrl,ble  tban governnGnta  anat
parallel  rnoaey narketa are atronSly rcaJ.llcnt),  but on the rholc thelr  ueefulnegs and
practicablLityr  at  lcaot in  thc cbort runr have becn rccogni.zcd  by go"g116oDt  offlclaLs
ancl central bankere aitrcr leBt ycar (x).  Il  thc long rur oogt of  thel  are bound
to  dlEappeert provlded thc frcc  floatl.ng of  tbc dtollar vLa-C-vle  European  currencles
atrd an effectlve  [anastteDt by Europcan  loDaterJr  eutboritiee  of  the Euroatollar nerket
'er" giren a rcarolebla cba!c6,
(x) see ,The Ecoronist'r -apccial isBuri rrhc yoar of the Barrx.ers,, January a?r 1g?t. see el6o quotationa fron the Euailcebark Monthly Bullctin in ny prcvioua  papcrrp.)5.
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1,  tlA, monetarv union....  ie  e gualantee for  the frce  rnovcment of  goods, eervices
and factors of productionttip..10).  While thiB statonent correctly  applies to  the
tlnion at  ite  final  qiage, as far  ar the condittone for  lntra-group parity  lockinF are
not met (1.e.,  ilurlng the prcaent tranal.tional phbre: 6ae R€lort,  p.  14-18) it  should
be emphasized that a nonataly unlon ia  ngt e neceEsary contlitlon for  free  factor
movenent6.  AB a matter of  fact  a plciutule  push towarde lntcrrla1 exchange-rate  rlgi-
riity  nray well forcc natLonal  governnente  to hanper  Eooals  anal factor  mobility  throuBh
{irect  controLBr ultimate)-y leading to a p}ga  of the final  stage.
2.  'rFor the Cpnrunlty ayQle progleae towarals  EMU along the 1lnes advocated in
thls  report offera  the rlght  inatruments  (monetary) to  daaL with thc problen it
brings about, nenelyrthe coneoltdatlon of a Cofinunity.cyolcrr  (p.  51). If  thi6  etate-
rnen! were'to inply  a policy.apalgnmcnt  rule  (donetary lnstrunenta  to  alesl nith  short
run ffuctuatLone tn  output anal prjcc  levcI,  flocaL lngtrumentg to  take care of
,6tructufal  <tiecqullibriurn)  I  roulil  dieagrce. ilonatary policy lrarnonl,zatlon 16 not
I  E9I€*!3I!  condltlon (though lt  may x?11 bc a ncccaaary  one) for  generattn8 a common
cyc1e. Natlonal cycles a!.60  frequcntly triggarcil  oft  blt ahifts  1n demand and proflt
expectatlons  o'rl,ng to  changeG 1n ragra enil protluctlvlty  rhtch no nonetary managefient
can.keep under control.  So.far  wc lack eny ?vldcncc af  thc monotarist view coming
out true ln  the reqcht hlstory  of  the Europcan buelnese  cyclea. As to the correct
meanin6( ofrrnonetary.pollcy harnonLzatj,ontt (p.  6r7) rnay I  refer  to the points empha-
sized in  section VI of  ny notos gf January 12.
t.  In  the light  of  the propooal-s s.t  up in  section B1 (early  promotl.on of  CEC as
a transaction  currency) I  fall  te  sce th6 fationaLe for  llnitlng  the private use of
CEC tc  large tranaacilons  (p.  19). $hy ehoulC bcnefite  frorn holding purchasin8-power-
stable assets accrue only to U{g savera and lnveatora  lcaving out Btra11 onesr that is
precisely those noet badly htt  by nonetarJr instabillty?
4.  The whole lesuc of  capJ-tal  nsvenente, both rithin  and outside the Conauaity
borders'wou1d  have dsscrveil a fullcl  trcatrnent.  Whl1e wq laek any clear etidence  about
aqu&llzetlon of  lnterest  ratee and thc saope for  covered and uncovered interest  rate
arbi"trage anong European  flnanclal  narketo (p.  11)r thc nal.n iesues coul:i be ordered
as follows:
a) How tc  raake the lntla-group patlty  etructure Frediblc? Anewer: Leavlng enough
ecope for  intetnel  flcxlbllity  (p.. 27).
b) Civen lntra-group exchange rate flextbllity,  ho* to  avolC lntra-group speculetive
capital  fltghts?  Answcr: flratr  a Echcne for  amall and frequcnt lntra-qroup parity
adjuetnente  (snake coupl€il slth  frequent devaluatlona  and revaluations  vie-e-vis
the CEC)i 6econd, to  lnakc thla  very Bcheme feasible  enoughr etart  with a large re-
servc pool and a strong offlclal  stanrl in  favour of unllnitcd  lntra-group recycllnr
of  sudden epeculative f1or6. ThlG lnpliee  an a8rcement about the pricc of  gold for
inter-governmental  clcariBSs.
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c) If,  however,  opeculative wavce !g  take nlacc wj.thln and out8lil,  thc C0C b1OC1 hor
to provent then fron upsettlng  national and conngn nonitary nanagcnent?  Ansrrfi
flexible  rate6 erga-extra (or  nray-bc a conmon tra*ti,af  glttaq  arFa-eltfa)  nlua I
coorallneted  eetup of policy  tooLc for  offectt{ng  thc tnpect Cf intra-Brqup
currency fLows upon natlonal and Conmunity  moncy supplla!  (e.g,,  cclllngB  to brtltf
net foreiSn c1alns/l1ebllttlea,  such ag those frcqucntly end rrthcr  luco.rtfullt
implemented  by the ltal"ien 6entral  Bank).
lon-nonetary integratlon
5.  FisqaL lncentlves for  lntre-dor nqn*ty ctebill,latlog  pol{oy qn4 rrdtonrl  pcU,q
cy (p.  44,48) ehould have a epecific  favourabLc  lapact arl pnllEynr4t:  crg.r lflgrt{tr;
of payrol-1 tax expenditures, invcstncnt-cubal.dlir  proport+enal to totql  4gr
and salary outlays or to  th€ number of  ncw JobE qriqttil.  []rlt  polnt follor!  trop tha
obesrvatlon  of the pelverse effect  trhlch nan]r !.nccntifa lcheue! haic hrd upon So$fhap$
Italy  employment, alue to their  i.nhepept bias a6al4ct a h*ghGr labour,/papltal  Fet{9,
6,  'fttre mlght be on the threahold of a pew conotpt of  the'rrotionrl  probl:n....
characterized by congestion qnd infra-structure  ruq+dorn  aBcl clccayil qO. 46). lhlF
tende to conflict  rith  thc nced pf  ttvcry fcw end vcry llnrplc,  or*ttrle  'rprrrhapp  put
qnly tn  terrns of  lncome  and uncrnployoent  1Bv€J.8il(p. l+6). At tho pr.qant i4ltlal  ctetr
of  regional" policy  lntegratLon rc  ehqulal bewarc of dcflnlng pag{onel lnbaXtngps  tuch
that l0  % ot 60 % of  lhe Conmunlty  area i"s cntltled  to  aharrc coilngn budgctaly traatr
fe"a.
At the sane tine  a much ptronger Conmunlty control rhould qa put oD thc acr
tual  use of  these tranafera: natlonalletlc  feara bcar nuch rp6po4Flbllj'ty  tor, tl.
fallure  of cAP in  planning  a balanccal  aEFicultur.Fl Frqrtb thFgxghput  thc Coruunltt,
lu2poqpncy|tr  ilrlttcn bI Frolireror |Ir PlSlEnS
It  9nrrt qlth tfc Eurcptrrr qurr.notr thr
nart ttep fqrrda nbnctarv tnfatretlsrr?  I i
II.  Thc Su&ps pohcqc, NiqccFqnf  oonplcnontqry
tatl ons  19_l
i8r/lt{Start nith the Eu:ronean curr![qy: th.  ner4 stsp to*?td1,,rongt"
l{oneta.r'Jr lntegretlon ranke high on the agenda of the (enlarlgeci) European Communities.
It  ntll  stay there for the foteseeablq future. The impetus for  a. ne,w effort  in the EC to
enbark on elosel coopclation  in nonetary  natters and for more effective  harmonization  of
econornic Dolicies  cane from the Suropean aunnni.t rneet!.ng at the Hague in December 1969.  The
movement Satneal mdiientun throuSh the Wcrner Report in october 19?0 to the Council of Mlnistqrs
of the 9C recomnendlng |tthe ical.izatlon  try stagee of eoononj.c ani monetartr, union (triU) in
thd'Oorununity". fhe propoeals  spc).I out in sone tletail  a plan by atepe which should mater{a*
lizc  the conoluslon of thi  lcport ihat lecononlc and nonetrrt,  r.ni.on is  an objective  reaLizatrLq
in the course of the preeent cleeadcrr. .ttlthor41h  thc report oeulcd e good deal of oppoalttol +rtil
sceptiiisnr, its  phllosophy  was endoraed by the EC CouneiL of hlnistelg ia Febmarry L!Jl.
Agre€ment on the ltcps to bc takon iluring the fifit  three-yeare  stage of the Werner
llan have been overtaken  initlally  by thc tnternational no.etary cvents during  19?1.  The
e:tchange ra.te realignemcnt of thc Smtthconlan agrcement  of D€ormber  18, 19?I clear.eil  the
way to togume  the rnove towarde nonetar'5r integrati.on.  fndecd, ln thc eplrit  of the Wernor
epproachr the aaraod  ?tlalonin8 of thr benat  rneale aotion anong the Europeans even rnole ur€rent.
As a resultrand  with almoet a dtelay of 6nc yearrthe narrolvlng  of the margine of fluctuatlong
arnong the EC currencl.es (the enake ln thc tunnel, proposal)  hag becn put into effect.  fn the
ncaritine an agleencnt  her brGn r.achGd aleo for a (rnod.crt ) Btart of s tr\rnd for Buropean Mone-
taly Cooperetlon"  Besides theec etepr in the nonstary field,  eorne initiativeg  have been taksn
to institirtionallae hlgh lcvel dieoueelon (coordination) of nonetary and budgetary  policies
of the membcr countrieg.
1,he eentral problem
llttLl is already  on lts  ray 6t a noncnt thcre is stiU  wltleeprcad doubt in ths economic
profeaeion about the fcasibillty  and thc opportunity of DMU ln general and of the approach
chosen in parttcular.
the eceptlcien amoil€r ccononista is  easy to undorrtand.  It  ls eufficient to recall flrul
princiiles alrcady olaarly Epal]cd out 1n the piongening  work on the subjeot  by J. Maed? 4nd
T. Scltovslry during the fiftie..  'llrc problem ls bor can goverrunents  of the EC membere  countrl6
lcconcj.le  natLonal bal.ance of paymcnts eguilibriunr (erternal talance) rith  fu1} employment st
etablc prloes (lntcrna1 balanoc)  rhcn thc procsas of eoonomlo encl monetary integration (gra-
atuall.y) withdrEwe aval1eblc instruncntc antt/or rcducce the autonolqy of ueing thsm. If  none-
tary union lnplies flxcd cxohange natcS encl floedom of capttal novenents anong the menbct
countties, each govcrnnent ha8 to glve uo the instrrnents of orohe,ngc  ratc variations and.
the control of capital novcnents fotr ad.Jugtlng  balanee of paymcnts atiEequiltbrie.  As a legult
o3 1t'1a e-a'tlor  of thc Comnon  Merket thc natlonal govGrnnent!  aI:rcady abanilonneil the poseibll
ltty  to rrse trad.e polloy instnrn.nts for:. ertertral  balanoe. Howrver, under article  1O{ of the
Rome Treaty eaoh countr.;r ls sttlL  hcld ngponsible for bal.anolng its  exterrlal aooounte.
fhe oentral problco for thc orcation of e nonetary union appeags to bc nothing elEe than
the faniliar  adjuetnent problem  whioh ls pIa{UirA thc funotionl.ngi  of thc intcrrational none*
tary systen.for  more than a deoecle ahcaily' It  looka peratlorl.oal that.at a moment  whea at the
fnternational Ievel agr.aement  ie forthcoming for gr€ate! flctlb{llty  in thc €xohange rate aE
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a n€cassaty instlartnent of interna"llonal ailJustnsntr  the EC oorrntriu dcoidc to nov! 1n th€
opposite directlon on a regional basis. Thc loes of the crohergc  f,itc lnltrilt.nt  for  pqn0rnta
adjustment by i.nitivldual EC countfies woultl not be too aleFsging lf  the nejor dlrcgutltbrla
were betreen the EC ag a rhole and the rcst of thc norl.il and nat b.ttaclr oountr.lor rlthtn  thg
EC" Unfortunately  experienco offcr€ aone cviclenoq  in the othar itircotion.
Thereforer if, one is gerloug ebout tbc lnplloatione of aonrtary unlon othlr  alaTtoqt
than cxchange rate adJustmente are oEll.ed for to oope ritb  balcnor of pq,lmcntt prohl.!..  It
1g at this polnt that thc organic llnk  bctrcon non.terlf and ooonoqlo  ur|lon b.o9p.! ;qlf-rvlCdl
Plogreas torerds .oononic urrion iB noo.sr&ry ar a oonplanont rtdiltrogr.rEiv.llta!  a rubrtitqff
for the exchange r:atc instruncnt to prcrenrs ertcrrral  baLanoa of ih!  monbaroorrntrlcr. In
other wolds since monetary  union meens abandoning th6 oxohpngc rato for adJurtnant of 6rt6rn+l
ilLseguilibria  stthl.n the EC, it  is  ncocElar.Jr  to avoid ohronlo ilircguillbrla  a prlori.  [hat dl
the taek assigned to econornie  unlon in the currEnt  apprpeoh  of'OrlU.  Sqononio  qnlon lr  thon q
peoullar way to cope rith  the pxtcrnal arlJustment  probLam  by t:rytng to evolil dfucquiltbrlf
fron occurlng at all.  If  successful.l adJustnent  bcooncs  gupcr{LuouF  rnd monaterl u41on poar
sible.
Whereas initiativeg  in the monctery fieLd (a Coranon  l\rr:opcrn  Scarrrre nrnd) arr tntan4?t
to create adequate flnancing of lgglg,W  dis€qulllbrie  rtthln  the Comunity -  cnd thq
i.nstrr.unents for a con:rnon  external and internal rnonetary  polloy -  it  ls thc taak of tha Coorddl
nation and har,moniaation  of econonio pollcy anil policy Soalt to loLvr th" PgllljEgl  problcu
of (potential) chronio disequilibria  without upeetting thc lntcrral  belenoo of thc natrbor
countriee.
Whether thle is  a feasible eolutLonl at leaet for thc tirnc bcingr ie rhat profcralon+I
economists  are rloubtful. about. It  alL dependesrof coureg.orr  nhat i,E ncant by ooordtnetlon  ryrtl
hannonization  of economlo polioy and polioy 8oa1e. lhc rnoct Banrlbla lntclprctatton ont oarl
think of ln the context of E!(U appears tp be thoge !&tcs of {nflatlon an4 Srorth !eiq!  ln ihi
dlfferent countries irhich a:re consistent  rith  the naintcnanqc  of cxternal balanoc. 0lvcn thc
structural dlfferenoee  among the EC countrlas  vhloh stilI  cxistr thle tn*y Inply fol  ncnbcfa
in (potential) balanoe of paynents surplus to eooept monc i,nflati.onary pollol.!  and fot  tbpf?
in (potenti.al) deftclt  more deflatlonary  policXcs ths.n thcy rdght othcrvlFo  ha\to oholcn.
Whether this will  be considered  compatible $lth the intstnEl obJcotives In thc dlffcltcnt
countrieg  remains an open guestion.
If  econonio policy cooldination oannot do the triok  end .ttlmal  diecquillbria  rl,thln
the Cormnunity oannot  be ruled out, transfer payncntg a.rnon6 thc n.nler oountrica arc ln otdat
if  nonetary union ls to be preserved. Regiional  po).lcies  a.nil polloica of fiaoal r.atllttlhrtion
at the European 1eve1 then becon€ of ovcrall irnportapoc in the intrerEufopaan balanoc of
payrnenie adjuetment prooees.
AU this of course has by norl becone alnoet oonvcntLonal rl.lalordr ancl it  lookg likc  thppl
ie not rnuch hope for the succesg of EMU ln thc ncar futurc. Jt lt  lrnportani to ncallzcr
hoilever, that al.l thet has been sald eo far ie only relcvent for thc flnal  stegc of ElU. It
is charaoteristic o! the debate that sceptician ovcr the proocer torardg econooio antl ooncq
tary integration  ie nainly expreesccl i.n t€nrs of a oonfrpntatlon bctrccn thc condttlong  fhtqh
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have to be'fulfillccl  1d the final  stage and the reallticg  of tod.ay. This looks goruerhat 1lke
rejecting the construotion of the Cosfnon Market in ].958 beoauee of the obBtacles  stil"1 in
existence at that tlne.  Thls shoulal not ob8cure the fact that the abolition of barriers
agiainst the intcglatlon  of markets involverl  in the formation  of a oonmon  market night be an
easier procees than the integration of institutions  and policies  lnvolveat j.n the oonEtn otion
of an econornic and nonetarXr union.
Attention  ngetlE to be"conaentratecl nuch more on the proocss of econonj.c and monetar,Sr
unificatlon  whioh can iead ultimatily  to full  econonic and nonctarxr  unlon. of oou!€o, one hae
to be cleli! about the ulti.nate objeotlve onc is aiming for  and ite  implioations,  l{het is,
however, at Leagt d.s ttuoh a subject for  lrunetliatc oonoern is the prooees  whloh oan brLng
about the need.ecl changes so aa to nake 'a fcaslb1e  objective of *hat nay stlll  look llke
utopia. A8ainst this  baolqground  it  it  bstte! to think in tcr:trr of .oonomic and noncta;1tr
unifioation  ag dietlnct from ccononio and nonetarlr  union.
One importA.nt practicel  oonclusion so far is that economic anat monetar.Jr  unlfioation wl1l
have to bb a gradual prooesA  fh'r?action is  undertaken  ovcr a 1ar1ge spectrun of, conplen€nta4r
olcesurres introduoing th€ cha,r€:€s needed to crcaterultinatelyra  vlable monetaryunion.  ft  shouli
also be cL6er that the EC oountries e6,n only give up the poasLbiuty of arodifylng: tbeir
crohange  rate to the ertent that. othcr instlunents  and proccdurcs  s,r. oroatoal that wilL cope
nith the intra-Europcan ailjustment problem.  AJ.though.thie  rneang that monetarly union ls  not
poesible for  the. tinc beingl it  ctoes not inply that progrcse towa:.{s monetar^5r unification
becornes lmposeible.
!!lU: what fo:r?
The objeetive of monetary integration is not new. ft  crists since the start of the
Comrnon.ldarket.  I'lhat iE of, Tec€nt origln are alternative motlvationg  and ooncretc propoeals
fdlLowed up.by ilecisions for. the realizatlon  of monetar.trr  integratlon.
L. The oldest pLea for nonetary lntegratlon clerives frorn the phllosophy of thc Rone treaty
itself.  Thc oreation of a Common  Market includee not only the f:rec movenent of goode and.
Eenrlcee but aleo the free moVemcnt  of factore of proiluctlon.  Only under theec clrouDgtan-
ces lt  id a:Euealr will  the EEC oreate oontlltione fon the proiluction,  coner:nptLon and th6
exchange of goods anil selvices that beoonc oonparable to thogc exleting ln a natlonal
merket. Therefore, the necd for capltal narket lntegretion through a Buropean oapital
narket  has becn on the a6enda of, European unification er.ready aLnas L9J7.
2. 0f more reoent vintage (I95S) ls the arguncnt for rnonctarSr lntcg?ation whioh ie rationa-
lj'zed on the g:round. that it  1s nooosBarTr to pr€aenre the aohisvcilcnt of the EC in the
industrial and a€rlcultural fields.  fhe creation of adrflrat€  monetarxr  arrang.mcnrs  ar€
required to guarante€ the continuerl  funotionlng of the EC anil cven ite  eurvival. lhe
probl€nE created for th€ opcration  of thc Comon Ag:rlcultural  polloy by cxohang:e ratr
moilifications  Btarral out particularly id thla r€sp€ot. It  is  an ill.ustration of a rell-
lqrorn stlatcgy of pui"eulng  European !.ntcgration at a technLoal anil functional level tn
the hope that in tlue time this nlLl  intluoe furthcr action ln other ilornains unilcr thc force
of circumsts,noe.
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3. lthc nccit to aloorrtloet.  thr Du!o.d9l1rr t.rkrt  lrrr*nor l969renctUrf, Ponul* rilnrnt  for
olorcr nonotls' ooopcratlon ed tntqrrtlo!  .loqg t4r ocun|!'|,|| Of thr !0r
4. The olcetlon of r ittrtinot uat?ld !|[!olorn noartety ronr lf  n o.rrlrt to onD|rnot ibr
dc feoto ilcpcnicnoc  on tba tlollts, thrnby orrtlng tbr pcrlltllty  of nil$bllrbta3
Buf,opran oontrol of nonctuSr ootdltlolr (6}?f rrpcrl.nor). LPllott tn thtr r3?lnrtl('!t
of Eqropcan tiloatl.ty lq rouc r.fon o! the lntcsretlonal rgnrierl rFt.n thrt dlon
grcatcr flcrtblltty  of .rohrrtg. ntl  vlr-l-vlr  thr tlollp thrn rttbln th. I0 e!*.lltFot
rblooB. Aho {4llolt  Lr thr bolk! thrt oonon ;,gtlon o.p .Clt.Ve go{itn  rftrttr  lQt
attalnablr fo! .roh oountry lparrtr\r.  In lhogtr onlt I lqnPe gatf*rd ta r4nrlgl nt-
tcrr oan ohallugc thc dollar entl ooatrltruto to a nort hlrncr{ rrrfqll of thr tRtrnrtlf
nel nonctary rJ/ltGBr thrt bJr t dlroltt thc rxlrttn3 lrltlatrT.
ulrtr
t.  ftra nccaZio-'oifi1,to edcqJuetc 1n tru.trt.  to fLtht lnfhttoa. ttr  obJrottvl tr olomlT
rrletcd to polnt 3 arrd. 4. Ionctr,ra rrrrlflortlon  1r nerdod to6eln brttrr oonbol olrr fbr
hrropran noncy rupply. It  fu hc:rby rnulril thrt rhort trn  om*trl rqrrtoatr ra4 *lrrr'
nally induocd ohurgcr in tbr noncy rugply r.!i. on. of tb. e$ual of rgorlerrtln3 tlffrttm
ln !.o.nt yarE.
Itrtg br.lcf lunnrry of !o!. of lhr naJor erguncatr lor lll  CilIrrtlrtr.  tblt  orl||,url-l1
progm!! tmar{s coonool.o anil noncta4r  wrtrflortlon trt  ta.n rr r lcfterrl rtrp ud lt  ra.l!0at
gral pert of thc oonctnrollon  of o oo6on narkct rad rt r n otrtut  lt.P to nrph ultlrrtrlt
thc ata6c of a fuII coonool.o  union. !q!@f  Courrnlty h4ld{nc t||  ih. !rJo! Ar{Yln3 forp.
rhloh {nrpiract thc proporah for coonool.o and nonctery ualfl.sltlon mt*drtlnf lbt lrtn?t
rrport. Capltal narkct unlfloatlon rro.lwd nort attontlon. lrcbrrup-tltc-ualflorttrpn rlr
artumcd to bc ag!.cd on lnplloltcly  througtr tht d'olllot[ o'trr tb' oo@on A.ir'tsdttrtirl  nolhtt
Rcprttcd ourF noy orlrcr rlnoc 196? rhlftctt th. .nPbrrlt fl6  lnt.lnrl  PnooouPlllgrr|
torardr r !or. trtcmally-o1.1cntcrl approeoh. firc p:rrcrntlqn  of, thc luroprur td.ntl,lt pd lhl
dcttrc to kccp oontrol ovcr ltr  onn coonouto  anitrparttoulrrlytloil.fu:ry.lturtlqn  u? allotrf
thc naiu notlvatlons  of thc ouncnt pnoporalr. It  1! Surop.rf porlttotr vllrl-r'lr  tht t$lll*g
rorlil nhloh has bcoouo thc clrlvlng fo oc for coonoalo srd noaolutt ualflortlon. [a thir
oontcrt attcntlon 1r foour!.il flrrt  on croharglc ratr unlfloatloa rlthl4 hrcpl. lbt'  rtrml4
at thc ranc tlnc cnablc dlffcrcntlatlon rlth thc nrt  of tho ro$rl. Protrrr torr'dr roonafo
anil nonrtart  union lt  nalnly folocil on Duropc by thr ibvrlopornia lD th. lnt.lDrtt9lrl lonF
tarlp rltuatlon.  Aotlon is nccdcil to pruor:vr luropcrr ilrolrlon rr$'ttti oanroltt 1r rrll  |'  lhr
aotrlcvcmnta of tbo Couon llarkct. At thr rur  tlnr tt  1r a itnutlo  gorl, r]Il  lo roblll'rr
lneglnation en6 to ualntaln thc [ou.ntra to! f\Fih." prolrt ra forr'dr unitt 4tutna th. ..v.n-
ttcas 1! ktrpllg rlth  th. rol|  plryorl bt !L  .ot.tit.tlol  ot .  atuor r.rL.t  Cultr]t
tb. .1rt1...
llrhc noanlne of ll[U
t6c rhlfL ln cnpherlr of thc uoilvttlou tor lrU tqrthm rttb rihrt lr  to br llr  orntrrl
globlcn - thc noohsdrn for lntrarBuropcur  bolrnor of e Drtr.atr lljrl|ltlonl - er,uoi lo qwr
lookrily tf  ona tr.tlr to ilcftn !noa! Dr.ol!.ly tho nerntt|| sf $IJr llro {t hrr rln$t  lQtl
polntccl out that !.t lr norntngful to rlren a itfutlnotlon hrtr|lr  noqttrsy lntrgfrtlon rr r
p!oo.!r or r,! a rtetc of rf,faln.
r88l{onetafy lntegra.tion ls  a state of affairs  is  eesentially  a g!g!!g concept of the ulti-
nate stage of-nonetalSr union. ft  has two eaecntial componentar exchange rate uaLon ancl capi-
taI  market integratlon..The  former 1g an area withln nhich cxohange rates bear a pclrnanently
fixerl relationship to each otherl though the EC rates togcther nay very r€lative to non-union
currencies. The Latter is  an area within whloh thete is the permanent absence of erchange  oon-
trols  for capital transactions,  inclutting intereet anrl clividend  pa;rments.  To maintain this
state of affairs  permanently it  18 necessary that a numbet of conalitionB  be fulfilled.  Summa- ,
rized;Ln. a nutsheltb?f1e the conditione  that wilL guarantee  intra-European payments eguili-
briu'n. f{  is  easy to obsenre that these conditions d.o not oorreapond  to the realities  of
today. llonetary  union as a state of affalrc must, therefotc, be oonsidered as a logioal
irnpossibiJ-ity uniler present circungtanoes.  Thisrhowever, is not sufficient to claim that lt
is  also a logical impoesibility for.the firture, rhen contlitions can chenge as a rsEult of
concrete policy.aotion. Ilhether'the oonctitions can be adjustett.ln the diroction need€d d€pends
--  of substitutla8
on the oossibility-'  -'  soclarly ana politically  aooeptabte adjustment  nechanlsns
for the loss of internal atchange rate variations.
Fron a policy point of vieer it  ls  gengible only to speak of Eurorean monetaqy integra-
tion in ter.rns of a tlFanic process of change. fhat is why earlier in thie paper the erptes-
eion economic and monetary  unification  was preferreal over cconomio antl monetary  union. Aa a
process if 
"fr"og"'Il{u 
should contribute to reduce intra-Eu?opoan  erchange  rate variationst
substitute alterrratlve adjustrnent meohanisms, promote capital narket integrationl  impro've the
monetary  nanagement (iirternal anil ertcrnal) of tt"  Eo"op.en ccononyr probably funplying greater
flexibilitj  of exohange rites  versus outgicle  our*enoies.
EMU :  how?
If'the  preceetting analysis oomec ologe enough to the tnrth,  !tr[U can only be brought tnto
existence by slmultancous  antl conplcnentar.trr action ovGt ths rholc rar4'e of lrruo! rhloh havc
to be clealt with. In thls resioct the early launohing of a European currency (1) prcccnte
iteelf, as a ver.y,attraative  cornllemcnt  to fill  some of gaps lcft  by the l{crner approaoh. One
of the weak spots of'the lferner plan le that although i.t addnesgec itself  to pra.otioally ell
of the major lroblens  anal objectives i.nvolvccl in IldU and offcm suggestlons  on what ghoulcl  be
iloner.' tt  .is not sufficlently  explicit  on how it  ghoulil be clone.
fhe steps' suggesterl for the flrst  stage of EMU and aiioptecl by the Council of lllnletere
(ttre snaki in the tunnel, the European !\rnd for Monetary Cooperation, the new initiativcs  for
the cobr.dination antl harrnonlzation  of economlc policiesl  and for regiona,l and social pollcies)
still  fall  short of the wlde-r4nging,  eimultaneoue and complementary action required  by the
iimenslon of the task under reviewo  The narroring of the intra-Europ€an exchange rate band is
an important step but in the pregent context is  operateil through a f,athsr conplicatecl inter-
vention mechanisrn.  . It  is  also a move tor{ards greater exchange rate rlgitlity  at e nornent  the
Of1'ire ,"+  articulate,i  ploposaL has. been explored by C. IIIAGNIIICO and J. WILL1.A!!S0NI
SufoFean llonetary Integration, A Report of the Federal Trutt for Education  anil Rclearcht
@ontributionsinc1udeR..A.}fUNDELL'AP1anforaEuropcan
Currencyin]i.d.Jo1{NsoN'A.K.s.}|oBoDA11IheEconom1cof@Proeeedings.
of the Marlrid Conferenee  bn 0ptlmum Currency Areas, Londonl G. Al1en & Undinr forthoonlng;
F.EL5ASSR'Pou'uneunionnon6taileeurop6enne.ide19?3r@'
S.E.D.E.f.S. r FebnrarY 1972.
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.fficlsnorr of thc rubrtltutc  adJurtrncnt n.ohr,nl!n! lr  rtlll  htghlt (ntrttpnrbh. a no,
B.,ropcen ourFcnoy  (furopa) n"na8cdl  by thc oErivnlrnt of a Eulg,pcqn olntill  brtr* fenld |l!trllt rtlpll?y lntorrrcntlon proocclu$c. Thr Eunop.en natlonr ront4 p53 thr vtlur pf thrlr Aunrq4lqq
to thc Europa rlthln thc pertlttcl rantt of varlation of lntrrrEuroprra uphrrgr Fii.r.  Th.
Europcan @cntral lank rould bc rcaponrlblc for pcBglng thc veluc gf th. Eulppr tO lhq flolhr,
l'gna1ler1ntfe-Eu:ropeanbandrou1dncoralall1ybtthg!rilrltFlnPatb6rnlitrn4
ratrgo of varlatton of, caoh natlonal Europcrn gurrlnoy tn rplfflon tq thc CoDff rnrld rnorlrl ,
to thc EuropaJ.ollan bontt plur thc t\rII lntrarEr.rrop.en  benal. f,ot thr lrrrt  for th1; nuon 
:
docc tho laurroh{ng of the Europc  nccil intcrtrational apppovrl.
The oritloal rtcp for thc oarly laurohlng  of I qungpaafi oulilanoJr lto?  ONF.trthf  oq;n,
tlon of a European  Ocntral lank rerpopa{blc for tho irrur, thc pfrqot{on a1d tt1q r$1;gmontll
of the nctt curr6ncy.' rt inplioa a oomon pool of nrrc!'n .  (qold"r tQllurp gmrt) qn{ p o6n6 ' extcrrral  monctaly pollcy. At the lntcrnal 1cval thc E$rogtqn nank rqrrl,( trrrutt .q.otr..ra
oontrol an.r oontlnour pori.oy-maklng ln Europoan nonatprv nltttlt,  thrral,  trunnnlllnr 0nn1f
oonditlons in thc Cornnunity to thc cxtcnt rcqrllmd by thc Dtort t of rqnatttlr Unlflorttonr
It ic oftcn olaimcd that a Drropcan Ocntral lank tr  gql,y porptblc er thp trgorqogtlrnt, of  ,
the final etagc of nonctarlr  uni.ftoatlon,  rhloh :ncenr that thl ppoporrl ll  har{ly rrrttrtlo
at an intermctllatc staga. Arguing againrt ihc lfrLllanrotrdqrrftoo  proporal on tbk grrr'rrdl
holt6vcrr ovcrrooks lts cmoiaL fseturc of thc ctrll  cxlrtlng lnfnrEupopren rrohr"ngc rntc
attJustablr.lty, and of thc faot that caoh natlonar ocntrrl bank 1r .ttll  rrqu+re* to pcf, *tl
.*fn ourttsncy to the Erropa and flnanoc ctcflottc frqrd ltr  ortr ,rlrtlva. lhtrrr ll  no nrrd for
unLltlltcd finenolng of natlonel baranoc of payrnents  dgfrottr by thc Dupopcm lrnk rn thl.
!Jrrt.D. It  it  olear:, honavcr, that thc Europcan Csntral lank rlll  oPcrrtr thc tyrlgn ol
(rrrnrtca) rmrtual' flnancial  alsirtanoc forthooning  rurdcr thr ourrrnt pFoppratr for a furoDcart
Fund for Uonrtery Cooperation.
To bc ruoocgafirl thc Europa aordr to bcoonc not only r rrrf (lntl.l Fqlopra'I) raraFv,
our!'ncy. rt nurt aleo bccooc  an lntrerEr$opcen lntrlonttgn oqlrrnoy en6 thartfora * ruff?1
oicntly yidcly uccal trade currenqy.  Eha Bucoq!! of thc hrop+ 19 p prlvatt ararl ebla to
t\rnctlon ag  parrruropcan  noncy rilX  ilcpcnil on rh?tht! tt rlll  ruooor{ to ftll  thr
role that thc E\lro-dollar haa pclfor.rncd for tht patt dcoldc lD aottng ar rn !.nttFnrnt forr th?
or.atton of unlftcit Eu::opqan rooncy and oapltal nqrkctt. Ia ordar to qqltfy rr I ilrrlrabh
cubgtitutc  for the Euro-dollar in the Dropcan  Conrnrnltyp  thc nort inportent rfr6lc qrreltty
-  outelile gmrcnmcnt  lnduocd pronotion - ig prob+bly vhct\rr thr &rrppr rtll  nrnlfrrt tnrrrl; rtablltty ln tsmt of thc netional Europcan currcnclct than the dqllrrr lhtr uay p:I.orr. to b,
a vcrry tcwr:.c tcrt.'
lfhat ls acoclraly for thc smooth fiuotionlng  of tha Srrnanrrryrtru  qlr rnallar lntrr-
E\ropean payfl.ntg lrnbalenccg  than ihe payncntr t[brlrtroti ytr-|,-,vh thq outrtrtc lodd.. lftro
launohin6  of thc E\rropcen ournlnoy  undu thc p!,asant oiuprtanocr orn thrlrfo!, lf  Frln  rt
ar a cubetltutolbut  only ar a oonplcncnt  to thc oulrrnt Hrrrt lr *tDr'qrohf  Xt lnoludrt |}l,  ifi
faaturcg of thc fhrt  rtqgc of the tlrm.r proporp[r gn thc nonatrrlT rfulr rtd g+l1daa thil  q
dcolsive etcp firrthcn..It nced,r thc praporc{ 4otlpn on thr coonoolo fldc to rorluoc latrrn
Dropcan  lmbelanocc  bnt sddg at thc ranc tfunc throu6h inttrnal anit crtomal r ghqlp r+ta 
;.
flcxiblrity an {nportant adcr.itlonar irutnnrnt to oFtein thc g{vcn etfmtlver tn tli  lntrnq.
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il.late s.tagc.
It  is not our purpore harc to ntirle a futrI anelyeis of a1l the lmpllcationst thc proce-
dures  anal thc mcohanl.ctls  that rtll  rooclirpar\y  avprv lnitt&tivo to start with a European crrF-
rency nolr. 1rhcfc lO onc lmporiantr pc!h8.p! wcrrlallr€ oouoatl at l'aet in ny oplnlOnt narnclv
Orcahanrtg  latt. To tc cuoocscfirl, at laalt a! a lqlutlon for the lnterncdlata  gtaaet it  i'q
lnperatirre  that the.Europa  oi"oulatAs llda by gidc fltli  thc natlOnal  crrrtcnctee.  othcffise
It  oan teohnlaally  no lqnger fimqtton a! ai lntre-f\ropaan lFtcnr?ntfon curr"€nclr
onthcoth€rhancttoplayitl!ol.l'}thclntcgrationofthcEuropraneapttalanilnoney
nr:rkctll fuIl .oonvsrtlltltty  11lth tlta aatlon;l oulltnolo! hat to bc gue1rent'dr  Hon could th9
surope Eurvtvo sayrsnothG! lry  1.968? tfhat rtll  happcn rhon thc ol.ac$ of a natlonal  cunrcncy
go fon e marFj.vc $1d sudilcn oqnverlloF tntp Eunoplrr? It  t!  not 91oqr, at leact not ln the
wrltlnSe  on thc rubJeot so fanl hpr rpcoulaflon iF 8ol'ng to br Evoldcd, and if  lt  ocoura bow
'it ts going to bo dcalt rith.
Novcrnbor 19?2
LIIINLI{-TT
fhe Euroos  aoheoe:-  Neccggary  Con6lcncntarrr aottone
Thc comicntg lct  dch{n ln the follonliig :iotcs ahould be read as a conplenent to our
paper eirculated it  the pr^evlous mcctlng of thc group. lhey arc rin thc first  plaoe,intcndcd
to prwoke firrihcr ill-gouesion.
A oomnon  ournency  needls e oonnon, nonotarv oolioy
tlha,t the pllooe!ts  of. rBonatlqy  ulr{ftrcatlon followlng thn Europa  gohenc rsuld }gok l{ket
is nore or Lssg olear., It, roul.l bc ina;rrgu;ttrd rith  thc crcatlon of a Europeen Bankl pcpfop
nring the,firnotiong of,,.an slnbrTon{o  -tercrvc anal oiiri.cnoy  lssuin! bankl having tho follcnting
reeponsabllltles  (1)r
(a) lt  wouLal aot ag a Errropern  ncF€ilrr Fund operating tha syston for rnutual ftnanoial assis-
tanee  arnong the Eulopean  oountrical
(t)  [t  woutd'lgsub and pronotc thc grorttr of thc EunopE aa a privete nonrtallr greet, prinoi-
paLly by actirg at a ccntiaL bank to omcrclal  banka  operatJ.ng ln the Europa  marketp
(o) tt  rould.int€nrspe  tg qtaltliso  thc.sqtopa/alollar crohergc  ratc and alnune naJor !r!tpo[se-
bility  for thc qrtcrnel nonefayJr polioy of tho Connqrity.by rcoonrqenitlng  ohargor ln thc
parlty of the Eulopa (in tcrlaa of gold,/sDfu) to the qounoll. of ltinistc!'ll
(a) bfng  rerponsibli for oonfldcnoc tn thc Europal lt  rould oontrol the tntcnral nonctary
:..  -  ..  1
poitoy of the Corurrunlty  anct encrrf. oonglstcnoy  bctnccn tho genmal Codmrnity poll,oy and
thc-poliolcr bcirrg prrrrucit lq ,i.ndtvlttual rtptca, inoludtrrg eupcrrlrion of intrarluropcan
crohlnge r:,ates.
tJhat itsin  faotra,nouatg to is  E tnrlly  ocntn$lgcit  Comunity nontcray pollcy. Peoaucc
of the eonvarltblltty bctr.a?n-rtho  natlonal  6urrcnol6t aid tb.  Duropa anclr thcncforar of th.
increaeccl conneotions betrecn finsnolal nprkcts, the Europcan bank bcconat thc principal pa-
na6er of the Drropoa^n mon.y rupply.'If  thc rohcne ls to rork Ln thc gcncc that thc lDcnb.r
ounrenoies are frccly oonvertible,  thcn tb6 auppl.y of eeoh ourrpnoy  outetancting  (inolucting
thc Suropa) mugt lnolGate no more :epidly then the.ctcnand  for .thet ogrr.ncyi Xtll,r procealurc
rorkg tn the U.S. cu1rancy unlonl whl,oh ocxnprlace 12 Fedclal $a6or'\tQ dlstrlotrl  becaura
thc banks ritliin  rach itlstrtct"are  llrnltcctu  19" rrt"  at sith  they oen €xpend thei!  llablLi-
tles  (depoetts ancl ou$anoy notos), by thc :late of gpwth of thclr  re66nt€E. ff  thcln liabi-
litics  gror too rapiclly, that isrlf  noncy erpansion  la lnflatlonar'5r, they havc a payncnte
cteflclt and thie clefiolt iq scttled by tho lqse of flttErves.
The natlonal osntral banks w111 havc to obcy etriot  balanoe of peyn€nts ttiroipllnct
maktng adJuitment  pdlloies morc autonatlor'n'ovlng  tn the dlreotion of the traititional  ernri-
libratlng rutcirol'tha  gefic. At lcact as far ag the {nira.Europeqn paymentg  mechanlsn ls  oon-
oerncil, the polley ohoioi ls beirlccn the frlriotiontng of an oliL-faehionecl gold atanilard or: a
prompt  actjustrncnt of the crchango ratc ln th6 oa6e of incongistcnt price and cost trenite in
ctiffercnt natLonel rcgLons.
,:ti
(r)c.urtcwrrIC0andtJ.wrLL!Ws0N'@'AReportoftheFedcra1
Trrst for Eduoation  and Rcacafoh'  Lonclonr January 1972r pp. U-9.
193,  ,.F"rr , 
.
l{ay-bc at ftrrt r!.sht thir rorlf b. l'ldn# tc l'|rb ffn nrttfnft f+ftrW fpntr?glp,
It lc lnportent, horwc:r, to raelt!. tbat thr lq?lo nf fhq Int.n,pqfcr;p et thf $pggg
lcvcl 116 cfflolcnrv anil. lndopcndonoc  of nomtrry pol+gt fop rfrDlllrrfton  prrpoap, ta 1lp
flret placc Entl-lnflctlon  polloy, rhloh tha nattonal otntrrl bcnkr hrvc lqrt e leril rrltntT
Controlllng  lnf;tation rffarr ltrclf er thc n+tprrfl enq fl'*' llr  ltwop.tb oratnt ]u{fn3
lnru.tutton.'what has bce4 ralrt so f,al E\rrt ahe hrvc irdr olrrr rhqf tttr AEpFr nrnpor{t!  19 1;
to be effpotivcl le not only an tnporfqtrt rtcg tWrr{r lonrtrp nn*$Crtffq I! ff rr prf r
ctcp tcrerde coononlo uni?loatlon, b.oruca l,t orrtcr r &mEf; |?orrlirpnctt 1n rilirqt
nattc'a' rhirq et the sarnc tlno nqlntelnlru thq porr*bllllr  oa uttnrr  r6qirnm 
'rtr 
rtlurtt-
bt1lty.
Thc mcaning of coononlo  unton #  r.r'.:,r  ..:
'I*rc neoesslty for parallollpn bctrccn ptotlllt  tqrr{r  loonFlo q4 rrmlrry  qdllrltloF
1r an offlcially  ococptcd do6rna. t{hat th{r  rdqman rr*llf  mrnl  l+: ftif,*lft  r rqiltf  eO b$f,
fwlon. Thc ctcftnttton  of a rlonctat'1r rpl.on fr fhthqr y'rhtn i*,finnttl  11lt ci t"r' nfi  f1
oorG! to ilcflnc tho oonocpt of an coonolo qnlon onq lr tndltf{.f}t  ofT.ila ttb  loolr  :
cxprcrrlon! .r.  thc ooortlnetlon  and harrlnlpatlOn of aocrilla poltihgr
Coot{lnatlon  end har.nonlaatlon rrr ?rvor,ltl oorofDtr la tbf 0mn$l  bffailqV  ht
It  1g never olcar rhat a oornrnltncnt for goprillnrtlcF  etn mpn*ffttin  if  ffflt*f  .fa***
pollol'  rt  rh. ccrnr!.tyLtlJ.rry anarntr too. tlrat 1r lhc rerm :t.a t...i  ao ;  rr;;1"-
rhy thcr.c ir  Bo nuoh tatk ln thc coiunrrdtt lnrttluil.ont o! llrr nrrrt for qg.ltillrFldor,rrrl h]"
nonizatlonr that one eo eaglly aer"cc6n oool{tncnta lq goor*{Retp  lEl h}Fp4*tr, ttr+t tlr  fgt-
ulttccs for nal<in6 lt  ro:rk arc florlrhlrrg cnd, thtt thq:rn{tis l* Tr*[ {tftlmlflrf  tf  Cnk_i  .
Iat anothcr oomrittcp (the proocrl qf tatcgrrtlontrrqoqg trfk Wfqf lntq*n**  fhpq;h per
Iloics ).
Irlurc aurarlelr€ ovcn lE that it  1l not tlratg oltrrr h<rr to lqftlP|'tt ihf i*pnlrtm  tnortf
nomlc polloicr ln the contcrt of coonoarlo  untfloatlgne Iq thlr rFptat lt  rr.r|  rnrful tp
ilistlngulah at lcast bctwccn tro porrlbrc tnfrEprrtqilqF ef 6onn*c ${ot}r ,  I  l,
ptratl ihcnc Lr the noqni$ of .oondlo up{on tn t1r*  .E lba Frt{ fpf nfrl}rttf*
btrccn Progr.r! tonar{r oosnonlo anil Bonrt.try W+tlo$*eni'[rgeF4  rootrq?lq lnien oCn ltnt
tothcrho1cp'ooecgc1ceigrredtq1c44toult1qrtrpq1tttgglqdqi
1.  rn the f:ranenork of the ouylcnt illgqugalqn qecr thl nrrd fcr prnlllurn  lclrrrn .qcnq,,
nlo ancl nonctary ullf,loatlon, proglrlrr tqeril  coonmlo rulpn t|oultl thcn lnotudr thc pfrpr
rhioh havc to bc talcn tn or{cl to ma\r rloltrlar? rulfloeilpa foeqtgr *tC rktDh qnilff opnr
tlltiong vhc::c caoh natlonal govcranrcnt  1r etlll  hcld rctpom*blo for ttr  bflrmr cf DfrFrntt
arrulltbrlun. It  hsg bccn argueit rufllolontlfr  4td I lrl*tTr qq{v[m*$llr rt thq glryleqf
meetlng of the group that the rcal ireuc tn thls rcrp.ot l!  ra3. ntr  ualffoailor?,  rlth tha
Drropa soheme anil rrnonctarJr polloy clcvetrrl to thc lcrol of fhe 0onurtty ar r rbola, trar 
'
lnctrnrncntg  1111 bc rcquireit for stablrlpatlon of thr toonoFf..t gf thr prrrlnt Dritcrqt are-
bcra,  an<[ flcxlbrc wc bf fkoa] pglloy nqturalty conrl to nlp{jptf 04gr x4ltr of rrqnrt*7  qonr
trol ls estabrlrhcilr fkoal Lndcpcrrtlcncc tr ihrlnlhr  Qnnnurnlr 1r{l} notl of qmqr, ;ryt
aoo.sr to ocntral  bankg to flnano! turlgctara defl.oltrl fh|f rtlt  lhw tr hr flTieimr on t|n
rPlK.IT
pniv?te (6rropean) m.r,tit.'.For tf,Lt o"r"on, fisoal  inclepenilenoc rill  not always be guffioient
to assure'r€asonbbl:e Btat,ilizatl-or{lof  th" conetituent parts of the Comnunityi it  should  be
suppLeme4tbtt  bJr'$ta.blllzing flsdel.tftnirfere  among regtons that are experiencing different
buslness coniLitions,  nuch as is  done ty  (tne US) fede"al syston of unemploynrent  eompensation,
and i.nrlde,I by.ihe enthe federal brrdget, arnong the regions rithln  the Unlted States (1)".
'  [his rlrotation  fron an a.rticle by R.li. Cooper highlights sufficiently nhatl if  anythingt
.tbeut shoulC  be understood  progress  tcmarsJs  econonlc uniflcatlon ae a cornplenent to nonetarSr
unifieation. It  arnouri.ts  to the ereatlon of e Ruropean budgetary  rtnasge de nanoeuvtel rhlch
. .  i..
in its  ie'renue a-nd expenttiture nhr-rr-,oterletfca  should operate aa a,n autonatic bullt-ln  stabl-
lisett  analogo'rs to the flscaf tr:rnafc::s  resulting fron nrogreselve incone taxation  ancl tho
operation of the sooial aeourity syeten wlthln the nat{onal states toilay.
Against thie be^okground one mltht Buggegt  an alter.natlvci more lnstltrrtionaLl;aoriented
d.efinitlon of an optlmm curncncy arop olrrnore preoleelyrof  a feaelble  currenoy area in tetmt
of a tegion rlthin  whloh govenment  taxatlon  end erpenditurcs  openate an autonatLc, althougl
not neeessarlly  1\111 compensation  of regional paynente inbelanoes  and within $hich tra.de unlon
aotionrtogether  rrith social secrrity paynents and tranBfersrguarantee sufficient wa6e rate
unlfication. !!a;r 116 11rt" ie a.n antl-c1ima^:r  for the idea of a foaslble currtenoy  union rith  tha
'.atlon-state  wher^e a polltlcal  author:lty exe:rcises s{ffiolent  Fqdcr fo" a unlfylng soolaL-
coonornic poHcyd Xt'ts etilL  ueef'rl.r llwcver, at the Europbrin level to the extent that in
this way gne g€t6 a ol'earer ptroture of the kind of actions'neoessery in the socir€conornLo
field  as a conFlenent to action in monetary  natterc.
One point shorld be olelr  i.!.inonctarlr union is  comoatibls with a large degree of
budgetary indeoendenee for the menber-etates.  Perhape one should e.ven not attaoh too ruch
{eig,ht to the need fo:r fiscal" transfere  lf  the er-oerienoe and the functioning: of Q..t. the
3e161a.n-trrxernbrrg  nonctar.;r  u"nion has gome releva.noe  for ths Furopean erpcrinent. Or ig the
Selgian-Luxeml:urg  monetary  rrnion .lngt another illugiratlon  of th€ inportance of being unlmpor*-
ta.nt? 0r is ther€ a de ?acto giifftcXent  cl€groe of rage rate unifioatlon  betw€€n the two coun-
tlles  which disposes  of thb need fot  flsoal  tnanefqt€?
2.  goldlrrg the vj.cw th&t non€tar.y  unLon ls  only feasible ag the rroouronnenentdrrof  a poli-
tlcal,ly motivated lntegratlon ppoooss, progrross  tonarria coononio unlon has to be approaohcd
in a rather differcnt contert. ft  thcn beoomcs the oreatlon of thc dccision capeoity end of
the poner to aot in eeononic affalrg ncooggary  for the constmotion and the fuactioning of a
European polttioaX urlon. D,ap€ndlng  on tha dcgrec of politloel  unlficatton  achteved or wantctl
the econonlc lmperatlvee w111 rllffer  antl clcpcnd on the rhole oonplcx of sooie6oono$to-poli.t!
oal nrotivattons whLoh rurclerly the E\Fopean lnteg::.atlon procoas.r  Unrlel iheee cirounstances the
baelc objective riIl  be to substitute oonnon nrles and polloles for national action in as many
field  as.posslble.'llhat.the  possihilitles  ar.e rrill  ilepend  on the nature of the politicaL uni-
ficatlon  one wants anil the degree of eupra-nationaliEm on€ ls wllLlng to accept. fhis may go
over a whele range from.minlilaliste  to narinaListe solutlons  anil aocompanying transfer.e of
porer ln the eoonomio  fleld.  fhat in thls contert the neaning of eoonomic unifloation  gets
(1) R.N.,eooPEa.r  Moncta4w unification ln Europa; !{hen and llor?
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.coatuscd cea hrrdly br uarprl.r.  oar do.. lqt llor  lh*t rtqtrlt tlf  el{.ft*"ef  tlro  ,
Eroa lf  o!. k!rr,  lt  rppmr. !.r.!rltt  tbrt tb.rf  {oil  pt  rtllt  r rlrt4t  tlrtt;filf
ea to rhet Europr rboulit ullltatrly  looL 1l.kr3 lot t.  to tbt rrllol  lcr rcbtrrlr3 l,t.
lfhcrtorc, th. eltur.ltr[1rt  ul flr.t  rrhr Lrnepr raf polrtpy ql,ol  rl,[1 fft
bc e problrr ray lorcrr, 1r rftbpr trl"lrl  rrtal, urdtt prqrlnt clrgqtitlrre.t,  rqrr[ tc
r loD-r.qultrr.
rx